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CALL TO ORDER:

Mr. Ralph E. Bailey,

Chairman,National

Petroleum Council: Good morning to each of you. We are glad to

Jeo

see all of you here. Now, will the 91st Meet-
ing of the National Petroleum Council, please

come to order. ‘Ladies and Gentlemen, you have
in front of you a copy of this morning's

agenda.. As usual we have a very good turn-

1y,
out. Z'm pleased about that,and I suggest

that we dispense with the calling of the roll,

Assuming that there is no_objection, the
it imo B ru ChamSon Z~

checkind&innwhen you came will serve as the

official attendance record of this meeting.

So if you didn't check-in before wheﬂ*§;u came

in, I would appreciate it if you'd do so

immediately following adjournment.q?NGwJV{
ot ‘

would like to introduce the persons seated at
) %% Mx47//

the headtable. my left is Ed Cox, Vice

Chairman of the Councilsand next to Ed4d is

”
Donald Bauer, the Acting Assistant Secretary

i
; |
for Fossgl Energy; next to Don is Jim

. "y 2P
Ketelsen, Chairman of the NPC S%ﬁéy on U.S.

0il and Gas Outlook; on my far-right is

A
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SECRETARY:

Marshall Nichols, the Executive Director of
the Councilsand next to Marshall is John
A A2,

McKinleyJChairman of theACommittee on U.S.

A
Petroleum Refining. . On my immediate right,
the Honorable John S. Herrington and we are
very pleased that the Secretargdjoined us this

morningjand our first item of business will be

A
to hear from him. Mr. Secretary. ~—<—"
A

HONORABLE JOHN S. HERRINGTON

SECRETARY og_'pm—-sﬁ-xmu-&u% ENERGY

First, let me say that #meall the speeches and
ceremonial invitations we get all yearf'{his
is the one that I look forward to. Because
this group, every since I started working for

, Fhck e e Y
President Reagan ia—1980—8ef-1986, this 1S Sre_

y»
group that has always represented the){atre-
preneurs and self-starters -- the heart of e
American industry and it's good to get back
ey _ Y

wi-tl.a group like this after working s£ow the
government for the last six years.;?l thoughtj
I'd tell you a short story,// this morning. We

just saw the President off to Iceland, some of

you may have been watching it on TV. 1It's

2
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truly history being made. He said two things
this morning that were important. It's time
for Congress to give us a budget and we're not
going to accept an%bore delay on this. His
second point is that if there(I;\Efgizjan
attitude. of cooperation on the part of the
General Secretary this time, we'll make some
progress. I think the President is totally

?

a lakel-.I heard this the other day and I
A

thought that I would share it with yog;jjxﬁd a

young man(g;;\shffgjnamed Elmer, who went into
44

dedicated to this. " There was a small town on

3, le.
business for himselﬁ{flzfnce you are all
entrepreneurs and businessmen, I thought you
would appreciate this. Bu;,’ﬁis business was
selling fish to the local restaurant. This is'
|
a little different from what you are doing.
No one had done this successfully in this town
e At
for a long time. Because it—wasn't, they
thought, a lot of fish in the neighboring
lakes. But he was unusally successful

because he had tremendous amounts of fish

coming in everyhay to the restaurant and the
A LIELKS Ao
people enjoyed it for several reﬁsensuanQAthey
" H
decided,Aggll, where is he getting this fish?‘:

3
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A

les :
His cousin was the heriff im€the town and was

also the }/ame yérden. One day after pressure
he said to Elmer, I d like to go fishing with

" "
you today. Elmer said, that would be fine.

h -2
A
I d be happy to take you. We're getting up Yb%f
orroLt w Andl

early hﬁ—%baLmornlng.A sefthey headed outsand

they got “he boat on the river aaé—weﬂﬂito a
‘. le
place where the‘géme‘ﬂgrden knew,rg;t didn't

think t it was that crowded with fish. He

. _ _ . 7 e o Lhol
baited his hook with his best Léig and waded

iq?the pool when over his shoulder came a

stick of dynamite and landed in the middle of
(A

the pond and went off, 2And all ef—tirefish

floated up to the top of the surface. Welly |
(> A

the ﬁ%eriff was just dumb}f;unded; He turned
» |
around to Elmer and he said, ‘ﬁlmer,do you re-E

u j
alize that you just committed a felony?:“ And |

" Elmer reached down in his box and he picked upz

a stick of dynamite and Efit. it and %}anded it
to the/ﬁheriff and said,lgﬁzgf%g%e to talk or
£ish?*, So we came here to talk t3’gay. We'vel
got a 13; to talk about. And this is a very

egeregieatlgroup but first I'd like
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to read a letter from President Reagan to you
and I'm going to present it to Ralph for the
archive&i,l think it says éﬁot:

~ A
Greetings to everyone gathered hexe to cele-
‘brate the 40th ﬁﬁiversany of the National
Petroleum Council. Since if*s creation in

L4

1946, the Council has been an invaluable

Adrse Law
4S5 the (;

source of information and adwisore:

petroleum industry. The more than 200 reports

prepared by the National Petroleum Council
/ﬂm )‘/d/ ZL
have successive administrations with «he€—

A
balanced and expert opinions on a wide}?;nge
of critical oil and gas issues., In addition,
the Council has exemplified the time honored
American tradition of volunteerism. For 40
.43 .
years the Counc1%§ work on issues of
V>
‘thional importance tirat—hadSbeen funded by
. : o
volun@iry contributions from ig's members. I
Ve
commend the dedicated efforts of the)ﬁémbers
of the National Petroleum Council for their
: , : Ol
tireless work and their devotion to thaeix€
country. Nancy joins me in sending you our
best wishes for many more anniversaries. God
bless you,eta
5
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4.’ MR. SECRETARY:

10. |
11.i?
12.1
13.
14.
15.

1s.

Ronald Reagan.
Thaak—ye&dwmq+4mﬁﬂkg_-;%hdibré)uﬂb»ug.
Most books on talkg}/&s@£’§ou to leaq/T: care-

fully into subjects, and ;z/g:;ld ;zﬁﬁgjand get
A A

to the good stuff at the end. I'm going to
@l AAast Stcduse
violate thaabruleSthls morlnggf I'm going to
A
talk about the Oll Import Fee first. ?FEhlS
N 74
jdea is in Congress. It's still circulating
A /}/,
in the 1ndustry, it's still circulating in our
mef-
pacey as-well as{ many other areas of the
government. What I want to get out first is
the 0il Import Fee has a lot of attractive-
ness., Number onejﬁfor the industry’ it raises |,
A %
the price of domestic oil, obviOusly,and for
A
leglslators,lt has a lot of att;aet*easaaﬁﬁzcﬁrbmk
because it makes £heme look like they are d01ng*
something. For the people who want it paid
. /e
out of the,ﬁ;tional eficit, it looks like we
. . % \ Micad
are doing somethlng.‘dﬂé're getting taxes +£ee-
oyl ‘
help. in that area éev—xd-m-g it doesn't go 74:»%0
'%%9“ é:u( 4 :

through—she—fuand, It's a politically

interesting idea. Most of the good things

(¥

|
|
|
have been talked about. Help in the domestic |
oil industry, which, I thinkjwe'd all admit i#

6 A
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in dew&gggtion in many areas. Especially in
the oi%zproducing states.q?l raised that in a

meeting in the Oval Office two weeks ago with

0f’¢wo
number of others sm-b#e&-s I think each
A

sponsor of the Geakam, McClure, Nichelas,

Aenson #loore,  Lettf, Dowlbw
HirRsonry—Mitler, Leeklear, Belier Bill had a
chance to invite two or three supporters to

Lréh

come and talk <e€the President on the state of
the domestic industry. The President's
remarks in that meeting, and I think you will

}}# ;fxey»&hg
agree with me,/ were very 3 on how he

recognized that we are not dealing with a

Arrr, bt

on this particular commodity and

that he is fully cognizant of what the
£

situation is. a pretty
good presentation and we'll go into some of
that in a minute.;?He still caﬁzggt support
L
the€0il Import Fee and the reason is
thiir_&gnd the Administration's position can't
change on thiss4 I think you as businessmeq{i_i
A A
businesswomen, heed to understand;ﬁi?ée 0il
A

Import Fee,rgetting through Congress would

tecal, o .
have manidprov1s1ons in it. There 1s no
guestion about it. We've gone over these

before in private, a number of us,

=
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el e

but there a%e‘gbecial categories for elderly
Americans who have had trouble paying their

heating bills; for states who use more
L aog ol
gasoline; for farmers,whe®yet into standby
A
emergency c¢ontrols. We would get into geo-

graphical differences, northeast verses north-

. /e
waest. How do I know this? The first,ﬁ&end-

74 bl FH0S Lo
ments that came in proepesate—ort the 0Oil

Import Fee.;?Let's switch to the internatonal

scene. I guarantee you that an 0Oil Import Fee

would exempt Canada, our biggest supplier of

/mport :
ﬁgZeégn(oil last year and probably this year..,
3

A

e
)J;cause of our special trade relationships and

the objections of the Canadian/ébvernment. T

guarantee you Mexico would be exempted by the

Congress...Venezuela, Nigeria. I think thate——i

there's a strong chance that all countries
that would be destabilized by an 0Oil Import
Fee would be exempted by gbéhﬁghgress. I

think there's a good chance that Congress

4o
would exempt all countries that—weuld“fave
difficulty in paying back their loans to the
/> ,445“29V£§-ﬁiczdbbrddi

us overnment-ik
Bank would be exempt. Who do we have left?
Libyajand'we don't buy any oil from Libya.

A
8
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ﬁ The 0il Import Fee is not a good idea because

of the bureaucgracy that J:Zﬁuild in th

LIt FFre
government. Those of you who i
ERA and the/é;%inery/Xﬁ%%rt/éﬁ%}ges and the ,
thing thatﬂﬁg are digging our way out of now,*~"
in the 13th year, know what that was like. Ité
waa}glgovernment program with allocation of...
that ends up allocating.efjﬁzgery instead of
prices and supplies. We're working on that
and I'll have more to say about it in a
second. The 0il Import Fee for a President
who is trying to cut government7ﬁ€ﬁ; is trying
to get away from more government interference
in industry and 4ﬂﬂ€;; private sectoryat the
time when we are running 25q;billioqégollar
deficitsy and a trade deficit that is out of |
control is a difficult thing to grasp. At a
time when our inferest rates are down and our
economy is doing well and our inflation is
down. Nevertheless, we as a government, we asi

an administration have been doing quite a bit

for this oil and gas production industry §

because we know that this is a part of our

(> (> i
/Métional/gécurity, our industrial base. This .

My Office in Washington, Ine.
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T

is an industry that needs to be healthy and
‘ me.
viable. And that brings we’Fo what I would
7P ol Ll 7o
betlaf§o over some of

the things that I think we have been working

like to-talk t Aabout.

on together in partnership with this industry.
To reiterate, we are réady to do more and want
to do more to make sure that we keep up the
options for this industry. "/What is the
/E%%}gy policy-in the United State#ﬂ&)I am
asked /“over and over again. When I'm asked by
somebody from an oil-producing state, it

A

. »

usually means, fgiy don't you support thecgil
A X

¢ Abeveeyon % el
industery oy @13{ don't you subsidize _

ot A 7 n
d-x-s-t-:-l—b-u—&&e-&%roduct ion $15. OOﬁJA 012 @'ly

'

don't you subsidize oil prices?; Again, that's
very hard to do., And especially when we are
telling the farmers of the United States that

we do not support subsidized farm prices. The
I (- Ao SLEr
/E%ergy/éalicy,éﬂtthe United States ,—as—welyel

printed over and over again ig something

called NEPP -- National Energy Policy Plan. A

lot of people have gotten it, probably more

foreigners than people in this country. I

remember sitting at a conference in Vienna

iast week and eveﬁFE/Russian had a copy of
10
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do is lay the foundationg for this industry’s
A

oA
NEPP-5. S0 he knew more about theﬂénergy

policy thaq/V{ think most of the people in

this country. The general statement in the

@'nargylicy is very broad and doesn't tell
you a lot. . It says we want adequate supplies
of energy agf;easoﬁable cost for this

/6;tntry. That's too broad. How does that

ffect the o0il and gas industry? I'll try to
lay out four areas for you that I think spell

out what we have been d01ng and what we can
;? TRE sl A5
continue to do.” ome,2I think this

Administration can lay a foundation for

. L+
industry growth that is uRshateeredddy countegz

productive restrictions. I don't think that®—

|

the devastation in the o0il industry is going
to last long term. It came on so violently

and it's beginning to turn around And I

think all of us agree that hygfhe 1980s, no one
4L A

expects to see Enig®situation continue. The
danger that we all see is, do we wipe out the

infrastructure and then have to go back and

\XQW&//
rebuild it in the 19905/V? That's nos—w-g&weﬁéw?f

LDE Clrer
want to do. One of the things Ghab—we—warbt—5o-g_

growth, Number two, I think we can encourage

11
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11.

12I

13.
la.
15,
16.
17.
18.
19,

20.

21, !

22.
23.
24.

25.

a stronger economic base in this country for
exploration and development. Three, I think
we can expandg the opportunities for explora-
/afaaéw«s/ou, rads
tion,” reduesiem and tremds. Four, I think we
can build, energy security against future
Kisrapts ons 7 L %ﬁ
supply destruetions. ! to take each
one of these, one at a time. Leﬁ% take the
first one. Laying the foundation for industry
Lntt ,
growth uashattered by counteij%}oductlve
restrictions. This is a...fyou'll recognize
some of these programs fallsi in more than
& A . o
one catdgory, (jb my judggment, splitting
ot 4 5
them up#*ﬁrobablgdnot as accurate}ygg; you
might want to do with some of them.;ZWhat4é%nbz

weNveﬂgécomplisheq;:?Well, in the first week

of the Reagan Administration:21981, the l

President accelerated oil aadgﬁécontrol. I

think that's a major accomplishment. He
Gposin

followed that by imgosﬁgggthe extension of the.

gas rationing authority. Coupons that were

printed and in thﬁsgkpartment, ready to go, |

never went. Three, about a year and a half
ago, I got together with FERC and proposed the;
elimination of vintaging on the c¢ld gas rules.?
That was the old Order_ﬁ?4%1,anq4was

A

12
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1. successful in getting that through FERC. Now,

2. I think that effectively helped us A Getsing€
3. more old gas,éhto the market. I think that
4,.§ it's been working very well, About a month

5. : 'ago,Senator Metzenbaum came after us and tried
6. to‘loll that 2jCk and prohibit us from using
7. i any funds. We"%on that vote by one vote.

8.:E That was a very difficult challenge to the 451
9.;; Ordery which I think was good for the industry.
10.;2 : That/;ame ?ight is going on today. He's com-
ll.ii ing after @€’ one more time. You have as a
12.” member of the Naional Petroleum Council,/ now,
13, one of the most outstanding men in the Admin-
14. é)41424‘494f stratlodL._Zgg s a welcomaiaddltlon to this

0&11/;0:— &,

15. |4 Lo hzen Counc1l .9/ helel seated over in that corner,
l6. of "-666 YRaw€. . Ray, raise your hand. We'll g%e—éé-tee’-‘&- '

aent
you later in the day. I think we&e&genel a

” dmm%/f&,{é@ e
long way ome c;; ghe? deregula-

7 &% tor Hosv of
18. /da_adJ/fa Aevenl

475?.‘%//}7 /5 tion goals thee—have helped‘)lndustry to get
20-ﬁ backfégawhere it should be. We have suspen-
21.? ded, at this time, the production requirementsé
22-E on marginal wells on federal lands. We're i
23.4] - trying to give some leadership to the states ;
24.1 in this particular area. Work underwaye I
25.!i think/ most of you have followégf%bmpre;:nsive_

%i 13
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efforts to have natural gas decontrolled. The

Administration's been pushin lt. I believe
\ﬁxddhm

that effort is more susceptible®fhan it was in

1983 and I'm not about ready to giviéﬁg’it.

It's before Congresaﬁfl think we're going to
A

go after it aga_in.:}-f’Repeal thendfall
Cgrofits x.4 éthave moved very strongly in
this area. Today...there will probably be a
rrtw—
votg/’égday or tomorrow on the Geawam Bill,
which some of you have worked on to get this
out of the way. If we believe in %hégﬁggket

policies on the way up, we want to tax this

industry at a very high ratgpl)wg ought to be-‘

. . 2y 74?2’ 342; :
lieve 1n‘;/f market ‘i?e seems logl—‘

/e
cal to me lltlcally, very dlfflcult;§’Xéu'd
U |
be suprised. We have in the Admin- |

istration that we are coordinating a review of
the Coastal Zone Baemewl éogramﬂ“ﬁo advance,
I s

what I think is a national&jﬁ%nergy explora-
tloanevelopmeng,and production, We're
worklng with Congress and the Interior Depart-;
ment. Those of you who are working offiﬁ%ore E
know what thecgoastal(gyne<§hnagement programsi
have done to some of this exploration. We are |

reviewing, at this time, the environmental re-

14
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1. gulations that effect the petroleum industry.

2. I am working strongly with Lee Thomas at EPA.
. Y )
3.0 The GeakanfBill contains about seven provi-

sions on production waste and the elimination

5. qﬂ'regulatlons on production waste that we've
@ andl 4l ZHruson
6'? put together with EPA was—treerpretadR _ I can
. 2o = Vo HULES
-l talk more about whe-Grabam—Biii%in a second.
|
8'{! _ ‘ ;quumber two%:we've covered the first part in
9. aﬂurggigg?dmh b 7o s
';; the foundatlon for & 3
\
10.“ encourage a stronger economic base for
11. exploratlon and development. 4ﬂz§;e Tax Bill,
12. I think/ we did not get everything ehufg//
13. wanted but we got most of what we requested.
/0
14. ButeI think the Tax Bill, as it currently
15. standsjls pretty good for the industry. It's
1s6. not as good as I would have llkeito have seen !
17. it. I will be considering other tax
18'i incentives as we go forward in the next three
13.. years. I have every intention of being in
20. this job for the next three years and staying
21.

with this problem. I think that we will

22. . <L
consider a number of areas whereﬂgovernment

2 - | Il . i L

3 policy on incentive for exploratloqjanéiL#
24.

4 development, production can be helpful. The

25.] .
3 President took a very strong stand, along with:

15
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1. the help of a number of you in this room, on

VY O, et H2n T
2. the Gasoline Erfercemeat€Bill that Senator
3. Metzembaum put up recently. I know that &Elye.
4, ! Cook and Magigtén and a few others were quite
[ ,

i Ae,
5. upset wé%h-ﬁsﬁ/gut I think yeddid a very good
6. }7%{,{) dewéuaa job on it, It's still-pending on thel]_,.l/z

‘ C;k're liable to get a favorable vote onViehatt—

8. | JERA. We have reduced in this Administration,~
9. the Teporting requirementg}bﬁgder

10. r ERA. I know for a fact the forms that were

11. ﬁ sitting on the shelf in the Department of

12. Energyaiyou would have been fill;ng out had

13. another Administration been in power. They

14. are substantial.;?The Stripper ©+i(Eettlement
15. Casethis year,TI think was a major accom- é
le. ' plishment. I think together we have settled ai
17. 1 | six,ﬁillion dollar state of affairs between E
i8. ? the industry and the government., That case

19. ; has...it was very difficult to settle. But wet—
20. ﬁ settled the righ:zkgpd obligations of a great
2l. vast majority in_aparticular area. It's not
22. all good news but it gets it out of the way %
23. and idgé big step towards ending the program. i
24. Congressionally it was very difficult, as you |
25. 1 . can imagine.%?I would like to see a further

{ ‘ i6
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10.
11.
12,
13.
14.
15.
l6.
17.

18.

19.

20,
21,

22. .

23.

24.

resolution of the petroleum oveEigﬁarge cases
~J
at least by the end of &he~Administration.
2 tnd 7o
I'd like to see, the program concluded by 1988.
sa.:.d_a-ﬂ—cf—ﬁ-rat—eal-the Hill >Yesterdays et
-
Theﬂ’é;mmitﬁif me to either file, dropJor
v A
enter into be;gggLagreements with all cases,]
le A
/36 we don't get a new series of casea,fs; new
cases going on in our 13th or 14th year of
this particular program, And ¥d*like to see

it win@}éown. I think thﬂfF;; will be suc-

cessful in that, for those of you that are in-—

volved. Yesterdag)fff51gned four letters p*e—*La
Oge0Sin %
posaéé&ihe heavy taxation of the/éétroleum -

dustrg}/éor theC:bpeqﬁfund There is a tre-

mendous disproportionate area here in the

|

minds of the Congress. There's ten percent of
!

the waste, maybe, that comes out of the petro-

leum industry. The tax burden that%igzgoing
to be put on th@lpe@unill is far in ex—
cess of anything that is justly or rightly de=-
served for this industry. I think we can be
successful on that. When we were seeing the ;
-Presiden%, I had a discussion with Jim Bi}%éﬁéL
the head of OMB,and I said we're going to urge
: A :

the President to veto this particular package
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My Office in Washington, Inc.
1425 K Street, N.W., Suite 1007
Washlngtnn, D.C. 20605
(202) 223-1284




in any way that we can. And I think that we
/5 AbaorSe
can be successful. He was—a—Lot—resaron-

? ' by A’ . .
cerned. #Point threyz s-bz:-;d‘opportunltles

for exploration, production’and trade., I've

A
already mentioned the OCS leasing program, I
think we're committed both in the Interior
Department and the Energy Department with a

strong OCS program. We had a littl qisagree-

Ui \G A A el S
men%ﬂabout a year ago but mrew—tts%all worked

out and we're now going to be working in the

AN e /Mm!{ _
same peswweCand’ puskfthis. The program for

expanded drilling ahd-—amextizatier which I

;ma.éﬁéhuuéuﬁ 2/
think,/a lot of you said about

/e
10 billion barrels...fhe field up there...I
AS &

think s~ program és};;ry worthy of our sup-
(
porﬁ,andﬁ;:tention, and obviously,Zéngres—
sional pressure, There's no logical reason
why we should s?ut}{; a 1Q2billioQ:barrel
(=
field in the/ﬂgntinental United States. At
' S
this timejwith the conditiogﬁp;; thed~industry
A 777w
and our energy dependence, that thd—imports
are rising}’{odax;fJQTG,they were @;;percent:
4 A A
last yearjthey were 28 perceng;and I think

A
this week we are up to 38 and climbiing.

ass5et

There are no reasong to shutfin a off—gae€ .

18
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11. ;

12.
13.

14,

15, !

16.

17,

18. .

19,

20.
21.
22.
23.
24.

25-

tba%—amert%zatieav——ghegf;port will be coming

out of Interio;}’gaortly. The Energy Depart-

ment’along with the rest of the Administration,
A

A
will be pushing hard to open this up. Also

other federal liste® We are looking at ways

| Lo 2nfienell ol
to increase our support for R&D as—wedl—as€re-—

covery, also in some of the government areas
that we can be

helpful.Q?Trade'opportunities. We continue to
.4%:A¢zhﬂ%acai£J
support export of Alaskian il,
S

. Ly les o
It's very controverszal.d)gig oppositiong ape-e—
D widdl seE

coming out of the unions. ¥Iwe—getlletters
st th Hact
from them...somebodgdmentioned, keek-today, I

will get letters from Salt Lake City and
Omaha, Nebraska and other dryland countries
that have nothing to do with the ocean or

transportationy who will urge me, on behalf of
A

the Maritime Uniongnot to push for théﬂggkort
A Abori I ou il
of Alaskfan Noxkhelep—0+3%-~ Politically a very

hot issue. The Administration still wants to ;
F N ound |
see that happen.” You—know¢ internationald,e !

relations with Japan and other IEA countriesJ
Al
!

we have continued push for stock-

buildinq..J*f’think this is a big thing. Our
m./t;/c
trolequgeserve in the United

19
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15.
16.

17.

18. 5
19.°
20. |
21.
22.

23,

24.

25,

s S sl
States today 1 illion dsillst—
éw{@;z
The President i eiteratedﬁ*L‘

his support for the goal of 750 million bar-
S Eraed sl
rels under the right price semita1%~ I have the

flexibility now to buy up to 100,000 barrels a
day, and I will be buying that if the price
moves., That's all we can te&&—yeﬂeat this

time. There was a time, a while ago,

A
when we were able to take about 200,000 bar-

/i SFPEO
rels a day and—serert® Today we are only able

to take 100,000 barrels and that's a maximum

. A 5 Aok
/mﬁsé%ﬂ)ﬂe have suppor:ée:idzhe MTexas

w it
improvements to take us on ewver—the€goal. We

have put out bids for purchase of domestic oilé

' 1
to cover that now. We have urged other coun-

tries to do likewise as far as the stock-
building. -Wef think that that's an excellent
insurance policy. As we sit here today, under.

the current imports we have between—dﬁﬁgo and -
120 day%:supply for this country of imports -+ng_.

Avab OEC
about almost threesvears of merxe—OBRFE protec-

tion in the ground in Louisiana and Texas.
Lastly, we have been building energy security ?

. 43 rtgorsans |
against future supply des&xuetions®—~ I think

there have been tremendous dislocations and

20
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11.

12.
13.
14.
15,
le.
17.
18.
19.
20.
21.
22.
23.
24.

25,

distortions in the industry. I don't know of
an lndustry that c¢ould stand the dlslocatlons
that haéztaken place since last November. I
think that iEF to your c¢redit that you have
been able to weather the storm as well as you
have. A lot of 1ndustr1es have not been able
il i Cobinct misiterss
to. I have si-gred—amd—iyord—te—defrecently anéﬂ.
you're
/ey
seeing, I think a nuT?er of/you EheLflllngsof
Chapter 11,’ﬁ; the/ééeel ndustrz;//#%ere youAZ :
weukd“Eee them go into recelvershlp.¢iﬁﬁat you
Vg7
don't &kimpk€about is the outstanding unfunded

pension obligations of those companies that

are being picked up by the off-budget p nsion

Wentfel

vete-arrf@uaranteerporatlon. It runs into

~billions of dollars apg—+€isn't even on the !

budget. You add that tgégarm Credit Adminis-
tration, w1th outstanding off-budget llablllty
of approximately 83 billion and you begin to
see why that 240-billion-dollar deficit this
“ 2
L Gort e
year is important. Whesyou add e _the of@;

budget items, we have some real problems in

LY 197 075 i
governmeng;ﬁﬁﬂ6v1ng into more ‘canvassinggfor
/’

¢ o : . .
support “a%certain J.ndustrles,g@')e point 1is
A

J

3 _
thig;j/ﬂ/lot of industries have not done well
A
21
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17.

18.

19.

20,

21.!

22.

23,

24. |

25.

Lot e N deme,

in this scenario-and you have done wesy—weii€
And you have my admiration for that.;?;e did,
as you remembeQ/Pi;st January/ in California,
we had a situation where for years we had sold

ot AU, A
oil etroleum reserve,~
out there. In January, because of our pricing

structure, we ended up selling that oil at

Aﬁxanﬁ%?’ &
four dollars less than we

/e

or theégﬁrategiccgptroleum(jpserve down in

the Gulf. It was for years a very good pric-

ing scenario that Congress had put on us and
we—hadf:i&;%u&inqttaxpayers probably earned
about-300 million dollars on this particular
area. But we caught ourselves in a declining
market and selling into the private sector at é
four dollars under what we were buying iéﬁfor%%eg
which was an outrageous situation. We*wee '
disrupted the local independents, we tvatd .
disrupted the local refining industry; and I'm
pleased to say that the August biddi;; proce-
dure was different. But we didn't do that
because government knows best. We did it
because of the California Independent Petro-
leum Association. A number of you in this
room/”éot together with us and said,{&J ok,

A
22
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12,
13.

14.]

15.

1
the governmem:_‘s policy of selling cheap o0il and
N AL .
marketing ltA our dollars under market is not
good for us, to‘say the least*”So we were
able to work out a new pricing structures Ard<
I think most of them are very happy about &hael-
now. I don't want to get into ‘that situation,e
again. So yesterday we contracted to move
: Fovre Cornis
8,000 barrels through the Rext—gramg®-Pipeline
down to SA80 as a test

to see 1f we could move

)6{4£/Wf6 e

<:yrateglc<gptrole T) servg}”é& land;J 4f‘we

/o
eeﬂ&&cav01d selllng 011 £&&-market. Because we

have to sell it by ongre551onal mandate.",Wé
bring income into the Treasury. It's a
difficult situation, but I think we can

Gnohu
provide arfoption for that particular area.

??iﬂiall of these measures, standing alone...

. 7, dotng OYiL
things that, have been gn&ng—dg—weﬁh—yedﬁ1.

standing alone are not much. We're beginning
to look at them as a total picture in what
government is doing in trying to encourage
this industry. You've mentioned the hing
level review of the energyerelated :security
Andl A

concerns, ¥oa—kncwéyﬁe're pleased with that
report and I'm really pleased that you've

23
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25i,

accelerated this report,fg; that we could fold
that in. As I said, the President is
concerned about what is happening in this

industry.q?Lastly, I think I'd like to talk

about the Gfaham+;ﬁiche%sjand'McClure Bill.. I

Henson Aoort. : aﬁdﬂ\dﬁﬂuﬁ
might add that—alsefon that is¢Bill—Voreer,e .

from Texas. We've got a lot of sponsors for
tnis/éi/i'l. Simple/ilc_l...}/e?‘ve been £ighting
natural gas deregulation, we've been fighting
transportation problems, we've been fighting

all these things...windfall profits,and we're
A

not getting anywhere. 1It's hard to say why,I
Ny Qn | A
have ‘aefreasons. It's very difficult to work

on this today. Finally, we came up recently,

ramm Ak ies
two weeks ago, with the Gxakem, Nichols,

McClure Bill. It's very simple. It says we

i ;
ought to repealA@l.ndfall@):ofltEé}x; tl:/at ge

ought to have natural gas t;ansportation non-
@nde jF Ao o A
discriminatory{$a£¢e¢£discriminatory transpor-

tation,FERC ought to decide whether it's good
or baéi We've got two pages of production ?

\
waste requirements that have been imposed on E
this industry by EPA that HéziThomas at EPA |
agrees are not critical to EPA, ButA%iquire ai
lot of administrative effort in this industry;e;

A
24 :
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. @é st vy Sendinsome
1 el-they bﬂ*deésﬁeme%h+ﬁgtand they make it

2. . tough to do business., There's a provision in
3. there to buy 50 percent of domestic oil for
41§ the(jprategicég}troleum indagxggk? I've had

‘i soﬁngUJéi La—%be*e—fhufz/ qﬁﬁ ! -
5., peo say, h, that's no
Sié ‘ . thing. Theyﬁééinot going to get any.*¥ It's
7.% somethlng}/lt s a start., Last week ve
Sff accepted alwgld on 10,000 barrels for the .

¥ LIE TN
9.l domestlc petroleum reserve and thef are deinge—
10.} i Jﬁz:ab—eﬂﬂa contract of about 3.7 mlllloq;V/4{<_z
llﬁ AaAﬁﬂp next year{{l want to buy more,-I”ﬁeed to buy
12J more to keep the jobs and production up. It
l3i doesn't do anything, this bill. It doesn't do,
14j by itselﬁxany one provision%ﬁbut they are all ’
15. reasonable things that would help the indus-
lGJ try,/as a whole. Thézélare reasonable things i
1731 that I can't see any elected official should
18:; have an objection to. And I am really di%;:g-
19:5 pointed in Congress' inability to deal with
20j1 not only thqi@lndfal%égroflu%;px,.oifﬁgtural
21%% gas deregulatloéibut a simple blll th:t would |
Zzﬁ take a little pr:::gre off the@;zgustry. %;éiﬁ
23{% ' will be votig'on today, across board by a
24ﬁ number of Zenators. There is no possibility
25: for a simple bill like this, a simple reason-

i | 25
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10.f
11.
12.
13.
14,
15,
l6.

17.

18.

Lk, #45s

able bill being passed in the House of Repres-

entat1Ves,and it's going to be very closé‘io
LA A /

what%we can get through,/ in the Senate. It's
an effort by some elected officials from
producing states to do a lot for this industry
and there isn't an unreasonable thing in here.
There Was.../{he Fuel Use Act,’égs in this.
and we had some objections, if you could

Fo
believe, that-forirepealliing the

&
Fuel Use AcE}’{Eéom/Sénators from thébéoal

' state,who wanted to make sure that we mandated

A Caarble
a coal capabilityZon all new boilers being

&€ s
built in this country }Zﬁ/tremendous losek-to

that industry. So we took it out. We thought
that thafﬁﬁguld take some of the political |
sting out of that particular area. Still it'é
going to have trouble being passed. " There is
a tremendous amount of politics in Congress

today. Anything we were trying to do for this
industry, for this business, is turning out tq
be very difficult. It does not mean we will
not continue. I would like to pledge to you |
our continued support to work as a governmenti
partnership with this industry. ?There were a?

number of you...let's see, I've left out oOne
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1. of HK 4ils 5

2..¥4’ : dtﬁ TArs
| area. IK—justlgives you an idea of the part-

3. BE- I
: nership with€the government and the industry

! - /b M
On %(o/’f/t‘?} name. A,W’e also h-a-ve)'aljlot of help from John
/)

Bookout and his company in that particular

4”2 on some of these problems wbggﬁéthe government
Spi : doesn't always do the best job, but when we
Gg‘ gettgome information from you we do -our job a
7W§ L etter. " Well, I've talked a lot ahdc_~
Z?i there's a lot on my mind. Especially at this
10“{ time and I know that there's a_lot on your
11.?; mind. We're concerned...”I mthat‘s the
121 message. This is an Administration that

13. probably can't afford or can't support large
14: four and five billion dollar programs to |
15, rescue the industry because we don't have thag
16. kind of money. 1It's your money...it's other i
l7i taxpaye4q§)money. But we are a government |
18i: that believes in less regulation for a better

governmentjand we're going to continue that

19.; A A u&%x&ﬁ

H # Gnothiw ______J’E;SE?;@% And with your help »~ perhaps, .
20.ii Fhrie yEans . _ A
21 we'll be able to see a little more daylight on

7

The Secretary will take a few questions, if

these problems. “ Thank you. ?

22\ @HAIRHAN BAILEY
MR—CHATRMANT <
23.

you have them.
24 .

25.
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lé.

17.

18,5

MR. MLDER:

MR. SECRETARY:

MR. ERWESTANGELO:

Mr. Secretary, vou used an acronym that I'm

AN, o 3/
not familiar with... at does

that stand for? # _
ANLE /o
ANEAWS, JArtic National Wil ife Refuge.
Hlidland,
Mr. Secretarys/...EBrnest Angelo, FHw—Efreml-~
' JJ‘MI’I’

Texas. You know I sympathize very muc@4with
the problems thazﬁfﬁe Administration has in
getting any of the solutions that you've
mentioned,/ through Congress. I ‘e
undérstand the difficulty efﬁE;; President
has in supporting the Import Fee, but I think
that the basic problem that I have ?&aﬂithis
whole situation is that I hear constantly, if
not in my position as an independent oil oper-
ator, then in my position as a political I
representative of the Republican Partgﬁfgt

. . s . .
basically is that the Admlnlstzgié?n doesn't

seem to have really identified -e~really com-

mitted itself to believing that this is a

‘zéyyug;fQél etro i .
serious problem. That the meesage—és;m4$uKLg

industry is of extreme importance.,.the futura
of it is of extreme importance to the United

States from the national security standpoint. '
. i
And I guess the reason we have trouble believ-

At

ing it—t=—becauselthe Administration has made

28
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13.:
|

18.

that commitment is that if it is of concern, "
of imporfinee.
and if it isAfrom a national security stand-
pointy and we in the industry, know that the
induézrz/”{;self is fast deégriorating and
that there—arelcertain areas shat@are disap-
pearing;{ﬁ;ﬁ§‘infrastructﬁre bﬁafgggu men-
tioned fg going to be gone in a fairly short
pericd of time.;?Ehe fact that other indust-
ries such.as steel are having numerous Chapter
11 i may be making a bigger
national impact because you are talking about
bigger companies. I see in my relatiﬁely
small communitxx“élerggﬁy, bankrupcies. And I
don't mean just one or two, but I mean numer- .

ous bankrupcies. The industry is dying and I,
4]

. as a member of it,feel a need to hear from thé

A |
Administration, and from your Department, a !
A _

statement that is backed up by some represen-

tation of real concern about the future of the

- o
industry.;?If we're not necessary -fow the na-:

e i

tional security standpoint ,)(lot of people
A i

VB
need to know that so that they can move &o<— |

omethin |
something else. But if we arg,semdi ore needs
harn .QE}/ A . ;
to be#done/——i'md<all these small things,
everione of which I‘v(ggpported'afnd all of
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1. which collectively will have some impact. But

2. even all of them combined, if you could get

3.!j them through Congress tomorrow, would not

4.75 solve the problem, I don't know the‘?nswer
¥ A

S.. : but we've got to have more evidence &ha#f the
[ g;m;/ ,

6. Administration is

_7.;! MR. SECRETARY: You know, I've known Ea;n*e&for a long time and

| A

8.|i I've been hearing this from a lot of people.

.

9. I think...I don't think that there's any ques-
| y fniey
10.. t10n thatf the national security s
| b |
11. beneflttad—hftthls/zﬁdustry. I don't think
‘ |
12, thatd that's the(issue that¢ we're dealing with.
13, ;;%e have report after report to tell us how bad
14, the situation is and I think shall we've talked
|
15. | about that a lot. I've talked to many/£6n- :
i
16. gressmaﬁ,and—;Lue—ta&ke&—%e—manyQrepresenta-
A
17. tives from this industry,and delegations. I
A ‘
18. know iv_vhat s happenlng in schools, .th-a-theople
K el . :
19. are enrolling in programs, sema_of them
%? " . . éLﬂ#@”:
20. ﬁ? know what's happening in the éfgaua;aedtser-
Indastrics and
21. vice indusewy® I know what's happening to
22, independents. I don't think thaEfa debate
23. : ' between the Administration. I don't think
i . _ I FAnk LE.
24, ) that's an open question anﬂ&ore. Theyw’ know
25.. the damage. I...we see the unemployment

30
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f

Aﬁgyuld you like us to give it out on the

figures in Louisiana. We see the imports
rising,/ and the gquestion is, what do we do

about it? I think that's the debate. We are
AN
being by the industry on this. The

L (I
guestion is, would any otherlzﬁmlnlstratlon do
L (N
anything different? #I had a,ﬁgngressman call

me from Texas and he said, "You must do some-

thing."” I sald,A@}at would you like me to do°"

I 772%:%&;

He said, '””‘don 't know the answer.‘; Thef sen—
tence that you concluded with. That's usually

the concluding i

H I
sentence d I don't know the answer.jl I said, !

A
11 if you don't know what we should do,*/gré

than what we're doing todaz}’iﬂgw much @oney

do you think we should spend° I thlnk you' ve |
|

i

!

got to spend between four and five billion
dollars on this industry and you've got to do

, And I sald*“féongressman, if we

did that),{u/‘ﬂf we had that money//ﬁ we didn't

have a deficit and we didn' have other prob—:

it right now.,

lems that we're dealing with{*gﬁere would I
et mon

spend 4£7" He said,f‘f don't know.*ﬂ”l said,

streetk<;yuld you like to hand it to compa-

L ;
nies? Do you want price support mene?g/ Het_
¢£%2£;¢6;&&uanwéz" f
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1. ,42 Sald, 2?n t know.**‘We 're getting too many

2. "ff,ﬁaﬁ v ﬁﬁﬁﬁgfufor answers. I need to know

from this industry what we aq;the government

4. can do to help and support.:yz,don't think we
5-ﬁ have all the answers., I have pushed very hard
6.1 415 . :
il for atural gas deregulation and I think
i LIEE
7. 4 : ehat you understand that if we meve—#.suc-
I
8.1 cessful ,we*%k.get about three trillion cubic
¥ A
9. feet ﬁ%?zﬁk,in the marketplace, The indepen-
i Sizylirmg W
10. 4 dents we%i&.come to me a-nﬁ-eéﬂ/‘ ck we can't
11 Mkt Lt ye P4
. get our gas to markel...sSoO very
12 - At o
. hard for open access to pipelines against thee<.
13. pipeline opposition. A lot of groups have
" i
14. come in saying’@)u‘re doing the wrong thing, !
A '
15. these pipelines are wonderful. We're making
16 y ﬂuém(ya!fr.vz[&m{s
. 22 i;pgent on our investmenf,but we-lre—Erans-e_
QAL 42Atn )
17'_ EeEEéﬁéE‘ We're taking things/’éne at a time
1.t LIELE R Ene,
Y anddpushing shemCvery hard in Congress. Earpiee.
19'! if there's something else that this Admini-
20. Grs ;
" stration should do,short ofAOil Import Feep or’
A ' :
21. subsidizing oil prices, I don't know what it
|
22.1 : . is. But I'd like to hear about it because I
' think ie—wiii¢ . be helpful. i
: Hlace :
24'{ MR. MCLEAN: Iime McLean, Limfﬁg independent from Lafa-
25'3 yette, Louisiana. You just mentioned Louisi-
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11.
12.
13.
14.
15.

l6.

17W

18.l
|

19,

20.
21.
22,
23.
24.

25.

ana and I }ae%lwant to bring up that iméo;:—g_

Un ,g’,/mlj-z_, A obrbes Hakl Saged A

we're faeed—with—lesinglour whole
on Ko ol \Ssiniss
economy iRn-New—-orleamas?— We're going down the

Erare
drain very rapidly. ' Following what Eaxniec .
just said, I totally agree. I think what
Eime (2, Leki
Earnie. was trying to say and what F—wénée to
articulate, if I can, is maybe we don't have

solutions right now.j?I understand the secu-

o/ity ARt 0U,08 RN LIorkong P2,
rity {Mg securitgw

. rtrorials
from the standpoint oﬁﬂsecurlty,for the
. 7S 77 - A . o
President. The thing ande all

these things
that are working towards various solutions.
;p%hat we need right now, more than anything l

else,is for this Administration, the Presi-
A

dent, the Secretary of Energy to articulate

our problems publicaﬁﬁg. Articulate it day in

il 0
and day out. That weuldtserve i&sepurposef

Number one, it might give us a little heart.

It might help us in preserving a little bit of
3 Plimdn ONE o

what infrastructure is left. Number two, it ;

might eventually convince the consume%(public ;
that we are vital to national security and %
that we do play a very important role and thatg
something has to be done to this domestic
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[
L

industry before it goes down the drain.

At

9Muio¢@wHWaav
the same time, Mn—-eenﬂ-i-neéthe consumer/

A i il Se

?5245
public, maybe we—cang gét through to Congre

CEPWhat I'm saying is®in lieu of a solution
' ¢97§‘EL«*744275J

A
SsS.

at

this point. And I have a couple of others +m.

/e

le . .
/i&port/éées in my briefcase that I intend to

pass along to Jim Ketelsen after the meeting

is over. But in lieu of a solution, in lieu

of even any suggestions,fsi our part,
strongly suggest,and I think that's wh
P A
Earpie@was trying to get at,that it is
A

least articulated by this

34
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15.
16.
17.
18,

19.

20. 1

21.

22.

23.

24.

25..

MR.

MITCHELL:

Administration.
. Wt
Mr. Secretary, 1if you say. A@hat should we

je
do?‘fﬁ@ have to go back to some background

‘ YO Some, yeais.
that I've been involved in for the last—.e I'm

George Mitchell%{l'm from Mitchell Energy and

Development Corporation. I've beeén }nvolved'

and aperozs. ﬁ 4 000

in the drilling of 6,000 wells & wild-
4ias TFRO, H#4e, Tano hilyotndint
cats, Also,I*mLthe head ofﬁPetrekam—Eeeh—éae_

Foduaets, A
for six years. So I

have some knowledge of the industry and what

should be done and I think I can sppak on it.

T (4
:;?We have the geclogical potential +or€. 100,000

b .
wells pewCyear. And you are destroying the
infrastructure that took us from '73 to '8l to
build up 4,500 rigs. It took us eight years ;
to do that. If you start over again now, it
would€takes wse three to four years to ;églild
A ’
the infrastructure. Andéyeazfind more gas;

3 Soation
you won't find me=e€oil in this situwatient

e at

And you're going to hawve 10 million barrels %ecd‘
01£1{97;422f743 i

|

y '90 or '91, no matter what

anyone says here today. If we're not a secu—g
|

rity rlsg,we to know about 1ty at's
A

the only thing that's going to turn this thing
b ‘
around. The Administration's/fglicy isn't
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going to turn it around. Don't think it's

going to turn around for any of us. And even

the major companles which age——e_ reatﬁy
eem;a#égeé?”
/ﬁésent, in a way_,-thz.,lmport ;
controlled by the government. I can‘/pder—
stand after 40 years in €§;—b95+ness_._that—waL
-//%/{,wo aclo
' the government. But if we

don't really see how we're going to get the
o

3, .
100,000 wel eAwe 're not going to turn this
JE
thing around. B/s if—is wam _equal to half of
that, 1t would take us 10 years to do this ardl_

Afﬁﬁtzég:; ¢ Folrndl
the industry around. It would take
4; 4:£f !

us 14 years to substituteAthe 0il you're going
to be importing. That's a very serious pro- i
blem. \éi;e;et a security risk or an econom1c|
risk, we want to know about it. Then we have;
to do something else.;?}he Administration

[
ake a very strong appeal to decide

Jx34%4$7QEJAWW¢1ﬁuf£&

ﬁs&';lssue The econog ‘/“
Aézwué U

909/
will drive the price up to $30 — $35 by }99&‘*

no question about that. You're 901ng to have

HIU go 715
at least eight percent 1nflat10n.
)’Warl‘ ) A“O Odéoefmt
7ﬁ3w%ﬂb the same cycle that you Eeperteé—te—e;—thaé&-

A il 0 went Hrouglo Fuo Hries alriay
Fou—werrt—Eo——+ne,

'3 and '78., Those two risks,
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15,
16,
17.
18.
19.
20.
21,
22.
23.
24,

25.

the security and the economic riskgmust be
identified by this Administration‘;nd articu-
lated so we all know where and what we should
do. Should we shutﬁéown our shops or should
we really go on, depending on whether we are
important to the nation. "There is an answer.

The answer is to drill 100,000 wells or more a

Lo FHIS Srictboro
year,and youihave the geological resources, to
A
do that. Bu#¥most people do not understand.

- Fo
We have to articulate that andeget the data

- -

/e . :
togetheq;.‘wﬁat does it take to do it? Now
tho
the President put a 21 percent pordex on
Lacanibe, o€
steel. We got all' the taeknite—oite that we

need. We got all the steel that we

need. We don't have enough oil and gas in

this country that we need. We're already up 1

o
to 38 percent. If hefputs a guota of 21 per-:

centJ how +ecwe get to

A
it? We're already 38 percent. We have to
. . /e :

come up with solutions A.X6u have to do it by
getting &#to the geological resource baseJand.'

amduvﬂé A
getting this 1% together, and get going |
A ;
with it. 1It'il take us four years to reorga-i
nize the industry. It took us eight years ;

before.
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1. MR. SECRETARY: Excuse me,George, before you sit down. I
A

2. : really agree with everything that you've said.
3-% Now, do you have any tangible suggestion? Sup-
4-:i poég we try to articulate all of this...
3. i MR, MITCHELL: Yes, the tangible suggestions._JTéb drill
6-?; ’ ' 100,000 ﬁells,it takes 50 billioﬁfidditional
7-!2 dollars jﬁé% 15,000 independents and major
B-Ej c0mpan1es to do it. All the things you are
9-;f talking about would be very helpful. Windfalli
10-; profit removal, gas decontrol, everything. '
11-; But it won't be enough. You may get up to
12. | 1200 to 1300 rigs. The only thing ha}.st—h—:.-s—é..:
13. . ia’éging to dof%s to have some éipeﬁ::Z;f" ;
14. Even Texaco can't plan for the year 2010,know%
15. | ing that Saudi and Kuwait can pull the fﬁg 1
16. ! right out from under them again and Exxon E
17'i! can't elther.:;Z@ we don't have certainty tbeEL
18°f: maybe some way of some protectlon.;Fzgu cah
19.?; take cariééf Canada and Mexico by vetersy 512;1
20. Ll d% but that won't solve it. The?
21'15 Canadians were the first who took 400,000 bar%
22. } / e ; :
l rels away from us J,Rémember in '78 and '797 :
23" I remember very dfstlnctly. They were the i
24‘% first ones é%gﬁéégggzzi*eitfor gas prlces’too.
25-?E So I don't know that we have to do everythlng:
i '

. .37
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14.
15.
16.

17,

18.}
9.
20.|
21.
22!

23.

24.

25.

MR. SECRETARY:

MR. MITCHELL:

that you say we have to do, but I
know that Congress would be very difficult to

work with.QPI really do think that if the geo-
g nse /S trdessty,
logical resourcgﬁjggab—aEaLhere and the iﬂée;iéi

es® is being decimated, and it is being deci-
mated, I can tell you that from all the rela-
tions that I have with the people in the Texas

area. Then what do we do about it? How do we
Led oSS bos
get the message eué@l can do it either by &

ot
tax break, which I—dentt—thinl€ we' re, going to

b LA Ao b Yl
get. an do 1tAby agimportﬁ... a versicaté_

reares Sihat a
fee that lsadseat 30 dollars. Adqudollar

_ A Ceuc.s .
1mportAthat at 30 dollars, brings on

gas. Mas is the solution, & — !
o ALs i
T think you're right, it—jus# a simple fee.

5
a-u-sd'/@flat across the board‘ll‘npor@e

has btatattractlveness. But.uha&;about the

Do postd
other problems that—axs—impesed when you get

to thelﬂgﬁéiessional processingﬁggd it starts
to getting cut up in parcels...z

Very difficult onee//lf we don't have a secu-?
rity risk, an economic risk,we're not going t;
get it through the Congresé&{jﬁless it's arti}
culatedly said, we're not going to get it

through the Congress, I agree with you. Et*sﬂL_
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1. @ry difficult and all _o?ﬂﬁlese things that

2. you're doing are important to do in the mean-

3.1 time. But what we're doing won't do the job.

4. § I'm just giving it t-e—-yeuﬂé:om my geological

5.0 background. It's necessary and knowing the

6. | _ O Hink, ¥ gothg B Aere
' industry/ as I know 1t yg-u—!-fe—g-e-l-ng—te—h-a&'-ec__

4 i . s :
* | to take that a-nd-—ye-u—ase going to hauwe—&ek take

“1
.. Gold move.
R a fullmeoh—i why did the President put am 21
Q El Mﬁ/ - _
.t percent teotale on steel? Somebody explain that
10.
to me.
11 o b W we Aad
. MR, SECRETARY: can L-ﬁ-we—ve—ge-t&another hour for—it?
12 sée AEM
* MR, MITCHELL: BecauseA*a-he—s.ta.e.l-,e,because of the politics, i
13 OFes W S0 dIUL |
* becauseA running at 20 percent capac:.tyl
14 &t At a4l syforation
* J.af:.Plttsburgh’llke in energy ex.pr.e.ss-l-ﬁg:_devel-
r
1s. opment t;n__.sgm-e—l-eg-l-sira-t—l-veCcapaaty there |
16 A rivks !
y would be a—eisetin Pittsburgh, that's what. |
17'i MR. SECRETARY: It was a negotiated settlement with world
18.: steel producers.../.\
19, MR. MITCHELL: It's not as important as energy.
20.1 MR. SECRETARY: It's far more complicated than you are making
21, '

And I agree with you. It

it out to be,
”Jf MITCHELL: D hn mthe ramifications that the oil

23. dd M//! 22 industry has. But it has a lot of inter- ;
//,c JEclLiaey: At aa
24. national relations ramifications that Wo—warel

forced into.
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10. ||

11.

12.
13.
14.

15.

16. |
17. |

18. !

19,

20.
21. !
22. i
23,
24. |

25. ;i

MR. MTTCHELL:

MR. PARKER:

- gides of this issues as well as the govern-

340 don't Aeve

I go back. If we're notAsecurity risk, an

economic risk, nothing is going to happen. &

(:bey don't care about the southwestJor they

-f%rtéa -
don't care about those Er-eee_states_’, or the

A

industry ecause the security risk and

economic rigk are the most important thing.

I'm Bob Parkea. I want to make sure. everybody
LIEUS

heard 100,000 barrels®g a year. I want Ez thank

£l cn
the Secretary for listening to us and e&s%mﬁé&

abow our problem, which is your problem.;?iia,

And. frone U
lemew—a—numbere of us have given ﬁr(_a solution

putyou haven't given us one. I think what _
357y i
I'm saying is—that—i+€ could be something worsg

than no i-n-p-u-t".-AI'm not here
. AL,
Too many of my friends a-sq_customers,ton both

i
|
i
|
i
5
i
!

ment. But in the absence of an import fee, we
@ gt of wlbecratives, |
need more than &

Now I'm going to

suggest that you c_i)i’)]e thought to some kind of’

&JE.;%
a high level mix -a'mifyourpartment and &hdink&

: L LroHBES Soom. ‘3
We do need a solu-;

tionA. And it will hurt our country even morez

than it will hurt us.
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21.
22,
23.
24,

25.

MR, SECRETARY:

MR<,BAILEY'

;/bk.dbzagoﬁédufta

'ywai;CE»ugg Ao

S
I think that-that's ahou-éthe most true thing

Aﬂb véa‘-a—d
that peu—hawve€said this morning. This report

Al
that you're bringing in burpimg—it€ into our

national security study, I think it will go a
long way. We intend to do that.;?But I think
‘thatéthe message bthatl] need to leave with all

v w dot o
of you 434,you lyve got omeéfrustrationsand it's

Slen _ - vdasty, "
not akk_a good time for this This is an
Administration that cares, that is a prqzbusi—
ness, pro—product1v1tym1nlstr;\t10n, and our
A
doors are open and au£,w1l% work with you.

Welme@enot coming here be-g+$e—yeuza good
LENE

speech. These things orking on,

L A
we're going to continue to work on. Iféﬁ;oget
i
more ideas, you can count on us to support- ;
1
i

them. H/'thlnk this industry is 1mportang)/

oé, 4 '7645166& Lt of s IS FOOM ol
And that yew—erel good people,. ?Thanks—a—l—e-t—""
Ll Yerymul.

Fe®~ thank you, ﬁeﬁ—fwmaﬁﬁ;.thls morning and

4 wiéh—JgEEILQSQL
bringing words and hearing some

of the frustrations that haue—beeﬁ&expressed4g_a

and answering questions. I'm jusébdellghted %

Ao ALov g A
here.” I also want to tell you we |

mmﬁ ﬁt |

very much appreciate the :

|

brought us from the President. 1It's obvious
that 40 years ago, President Truman thought =€
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1o.§

11. !

12-

13.

14.
15,
16.

17.

18- o
19. "

20. I

21.

22.

23, |

24. !

25.

Aotyona

}et—eﬂbtheAPetroleum Council*—thatéébtwas a

good idea, and I'm delighted that the

President,, today, thinks likewise. We havealsd..
sd HYE fEKAL Ao ==
gottan—~through? i
to 4 YOUse o ive, the governmentdda

years of valuable serv1ce aaé‘&'m sure’and I

l\
want you to know that we're here,and Ehatﬂ/
7t

stand w1111ng,and able to a551st in any#ay

/ﬂf df@één%ﬁf that we can., As you knoY%Mr. Secretary, the
‘7%kh£ﬁ 162404- Council has under consideration the final

report on a most important study. The study
is on emeU.S, Petroleum Refining, and John

AL
McKinley, éhégﬁkairman of that&Committee will

,a'asauﬁfxu
now ‘give—tiratereport. John....
&/ A
MR. MCKINLEY: It's good to talk aboutApart of our industry

that has no problems. Thank you,Ralph.

A
:;?Before I discuss the contents of the,Kéfining‘

lﬁéport believe ygu have a full report

.\ we
before yoq)j Hatlike to provide some back-
ground on the Secretary of Energy's reguest to
the Nation§} Petroleum Council to examlne'ﬁﬁJ

/e re nmg.@mhmﬁg
,53mestic rew® “As you may recall it was

requested that the NPC conduct a study of the:
- £
factors effecting, omestic/K%flnlng in light ;
of the timefframe of 1985 through 1990. The
A : g
study was to update previous work wiehe the NPC
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. . SmE .
1. in this subjee¥ area by evaluating the future
2. refining operations and the industry's ability
{
3. to meet this nation's demand$ for petroleum
A
4, 5 products. The Secretary further specified
5. ! that this study should ?xamine refinery capa-
| - le.  projectidl |
6. H city changes}j /fhe peodeete role of the small
“ . /EPEIES .
7. ':‘ regional =efiner-e as well as the environmental
i ‘ a
8. |, and regulatory impacts /éffecting our industry.
i
9, 4 /"}?The Council agreed to undertake the study and
10 il stablish d-}ﬁ'@ itt U,S Petrol
o M e e mm ee on U, etroleym
reimniig dy Ao osmeil, o
11, | Refining to assist in i et
Ao, Jecieety, _ _
12. | Gouncill At the first meeting of the
| , ¢ ks .
13. Committee we€agreed that the analysis should
Capaid
14. focus on the i i of the industry to
15. produce the reguired products under a variety.
. o
16. | ) of crude oil availability and {;i.i_.ua.bee_,demand ;
le Conpatadiy U |
17. scenariosjj/ /TE) consider bhe—pawity Lo ecOno=
4
18. i mics, and to examine the impacts of various
: A
19, - market forces and regulatory actions such as
20, ' product imports, gasoline lead restrictions,
) DonStraintS,
21, l other environmental xestxaimtstand taxatiorys"{
22, | The@ommittee then established a@aordu}{:lng '
? Subeapmitlit and |
23, subdivigien—i®@ four task force groups.,, They
| . ANEE 3
24, | maintained a vigorous schedule Gealing—withe.
| :
‘b

25. f
43

My Office in Washington, Inc.
1425 K Street, N.W., Suite 1007

Washington, D.C. 20005
?502) 223-1284




1. work sessions, etc., and have reached the

2. point of presenting to the Council this final
3. report for consideration.;?This report before
| LomS Lnsus , ,
4. you represents the censsieusCof thlséékmmlt-
5.1 tee. As you would expect, the industry does
G.ﬁ not have a unanimous view on every point of
7.” interpretation and analysis developed from
K _
81: this large body of information. Theecutive‘
1 petlee
9. Cghmmary doeg,therefore,eﬁ#eﬂtalternative
| A A
10.! views and concerns shared by-aﬂgfénificant
SEpmn#S
11. pg:Zieaaof our industry without making a
12. single precise pronouncement or forecast of
13, exactly what is going to happen in the future.
14, And it does not make a specific set of policy
LommindaFsins, r~
15. . /t B Gordi d this is to be expected4{,lﬁ the j
A z
16. light of today's fast moving and often unpre- ;
17. dictable national and international develop-
19,L ments. We know those developments impact our
i 4
19. refinery industry worléZ?ide. The structure
I} , '
20,H of the report and theCé}ecutiveéé}mmary will
21,11 enable all serious readers and users to form
22,\ ' their own opinions and conclusions with
|
1 i
23_¢ respect to these matters. In addition to the '
24,% factual data,bhafbfhey will have the ideas and
g A 1
25_ﬂ concepts in there that represent the thoughts
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of W

of_various segments 4m@bur industry. Now,

this study does not express judggments on this
all 1mportant national securlty issue ralsedd?
1mport50f products combined with aééhut-
down of significant US,Kgflnlng capacity since

1981, Ewven though the/é%udy does not address
<

)
Ehegﬂétlonal ecurity 1ssue,1t does include

A
the important data that's relevant to such

national security judg ments and they will
certainly be ﬁelpful to the US policz}lakers
responsible for reaching these decisions as we
were discussing eaglier as it related to crudel
0il production.’ Now, I'd like to discuss verﬂ

quickly the methodologies and assumptions usei
in the ‘analysis and they serve as a basis -- 3
the methodologies and assumptiongx“ﬁérve as
the basis for the report's most significant

findings and conclusions. "~ In order to analyze

'the domestic refining industry's capability to

/dnada

produce reguired proefits under a variety of
crude oil availability -asR-product demand
scenarios, several study areas were evalu-

EFfarrS
ated. Initially, three simultaneous depotse.

lnde A akirs

were uwndekected®™ First, the survey of the US:

refineries was made by contacting all the
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10.1!
1.
12,
13.]
14.]

15.

ézmé PECEI Y %(z,...a
refineries wa—;eee+vééithe data from. Theé?:P

determine operating capacities and utilization
of process units and™5s well as the crude oil

/] .
charge and griemcyiequresulting from opera-
tions in the year 1984 and those which were
expected for 1986 and 1988. Second, the
- rodi
petroleum’ peieeddemand scenarios were

&S

developed that couldepte—xesolueg from different

business and economic environments. Now these
. . et Ly
were designed to test industry
The selected demandswhdlwere not necessarily
tﬁgapln point or r1fle shot in what everybody.
thought demand was going to be. égg;gtwere !
ranges so that you could see what our industry
was capable of doing. High and low demand {
cases were developed for ten domestic and !
twenty-eight foreign regions covering the
period of 1985 through 1995, The statistics

LIE Srori=ld.S.

on the third area wae.statistics on aeﬁ@&ifregx

world refining and transportation fa0111t1e57%bé§
A
were developed to determine their operational |

capac1t1es*1:%n -US demand, 1nd1geq}%ﬁ; crude

supply. gpught up non—US,and refining capabll-

i
1

ity and utilization for all 28 of those
Loverel
foreign regions were gewarnedd in these
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14|

studies. With the information derived from

those three sourceﬂé two models of the refin-
GH&
ing operations were ot fThe first mode%

was used to analyze the phy51cal capablllty of
the US refining industry now and through 1990.

The second mode%__JVihe model -F¥ethe free-
SYstemsy A
world refining an transportation syseemtwas

(7
used to analyze the effects ané&changes in

world productf/;manqgjb/Péoduc%ﬁy/ax llght

and heavy}{ﬁﬁd soc1o—econom1c condltlons as

4
they would impact the US/Kéflnery/Zhdustry.

?Now, both the US and the}(orld models were
’ A

demand driven. They were responsive in this

nal |
modeling primarily to refiner%4transportation

7o,
costs rather than to crude oil costsor ps+¥a%ab
/e
prlces.A onstruct modelgz*ﬁ;sed on crude oil
o, . .
costs adacproduct prices, the(Z}mmlttee felg

would have required arbitrary and uncertaln,
é&w¢¢y99006

and certainly unreliable economic
about what the price would be twqﬂféars from
now. The results of the US models were com-

pared with the data from 1984 operations and

found to be representative of actual 1984 :
A e Here.

situations. Somdzmodellng results w+th;n___4;

checked againstjand supported bygthe informa-

A
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17.

18.;
19.;
20.!
21.|
22.
23.

24.|i

25.:

tion assembled from the refinery survey,
asking the individual refinerioepﬁgat they
would doZ. The world model was then tested
A
against historical patterns to,i%sure that the
7D OF FEAS
model reacted appropriately to the
extreme changes and would demonstrate the
flexibility and the dynamics of a world sys-
tem. Now, based on the survey results and
ﬂ’ﬂé_,
these modeling efforts._Jgéﬁally important,
£
the judqﬁﬁgnt and expertise oﬁﬁmany
participants that were assiﬁned by all of the
[ \
companies, and others;{’ﬁé reached three major
A
findings and I'd like to identify those for

J
you.:$%he first finding i§dbased on the NPC

e #
nd the modeling results, the US - :

A
efinery Andustry is approaching maximum

gasoline manufacturing capacity. Motor
gasoline manufacturing capability in 1988 is
estimated both by the refinery model and the
. (ULGoalg  antes te
results submitted by the ompanies to
7
be G”ﬁ’to 6.8 million barrels per day. With a
maximum capability for portions of the year,
seasonal, an estimated rate of 7 to 7.4 §
| Pppeatiye |
million barrels. Now, for a peospeetivé_on
b
that U.S.})production of gasoline during the
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1. first seven months of 1986, this year, was 6.6

2e million barrelé&, it imr*8nother way, the
; o e/
3-j= average imlthe seven monthsJ 6.6, is very
. A A
4. close to the annual estimated 1988 capacity of
3. 6.7 to 6.8, Some participants believe that
|‘-
5-§| any future increase in the US demand for
i
7!1' gasoline would be met i/n the traditional way
f /P
8-,; through increased US /R/efinery preduction.
91} Others believe that the increase will be met
|
10-15 by increased product imports. If the increase
{
11, is to be met by product 1mports// )Z/ertaln
|
12, policy issues are presented w1th respect to AL
_ SInports A
13. gedforaphic source of such intoree€and the
I Fanaoans
14, 1ikelihood of future supply &4 i - If
15. ' such imports are from government-owned ' |
A f
16, refineries_)a further issue wasfraised as to i
A .
17. whether the price of such products may be set:
! Aret-puin 2 |
18.; on a basis other than pre=marketl factors.7/ The
;i
19 i second finding is that the operating rate of
|
e (%
20. the US Refining system is sensitive to the
)4?5244n£25r/</ )
21. level of demand (bpgug-h-t—a-né—mebr—l-eq-demand),
22. and the product mix that ex1st£ both inside am:i
23. outside the Unlted States. With h—i-nﬁe_in !
24, product demand_, or mix, any part of the world E
| M A M/Mj"ﬂﬁ ;
25.i t_ha,‘fﬁbeycfind that as a result of - |
49 '
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16.

17.

18.;
19.0

i
20.

21,

gb;awozﬁeaéﬁ
4ag£§€elds of one productsother T
Ao Lfoel.
products may be surpluseéC¢a-éeve&Uang—aﬂ&<__

demands. This type of mlsmatchingbylelqéwlhee/
product demandg creates product flows to and
7 CUGH O

from other markets the world. The

study demonstrates the effectsof such changes

of A ARESE
aé%&some othoxl cases and deals with thise-
ﬂ“b

levels of both demand,and mix changes__t‘what
o Ahose Subuatins. 7 X A

if's and—that—sert—eof—thing——e “An increase in
i

world product demandf-——9¢olummetrig.._ﬁno
A A
change in the ratio of light to heavy productsi

. . . .
should result in an 1lncrease 1n Us/ﬁeflnery

througéE%ut up to the capability of the US

Je ‘3
/Refinery ndustry. An increase in the world

wide ratio of light productﬁkged heavy pro-
duceﬁjéemand with no change in the total
demand or total volume would alsc result in an

(2 ~
increase in US Refinery through}ﬁut and anl—
T (-
UL %2 :
Lne;eizazln imports, The/ﬂgtlons outside the
L0 i

Us whielh® in that case, need their light pro-
A

ducts and they should consume them rather than
EgWor
expcézzthem to the US. As might be expected /%ﬁ

the demand and mlxedﬁ/hanges takes place only
fe

in the US market... An other wordsilf we are
A A

the only market that grows and we're the only!

s
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13.

14, |

15,
l6.

17.

12.
|

18.

19.

20,

21,
22.
23.
24.

25.

2z o
one that wants more light productsﬂthan heavy

(<
products’the effect on the US Kefinery opera-
A
tioqﬂP;ould be greater than when the changes
take place outside the United States. How-
"ever, it was also found in these cases that
. ) orn (I
there is an impact eof.thee US Kefinery opera-
tionseven if the changes take place only
3 )
outside efpéhe United States. If we maintain
a constant body with a constant mix4{,2%e
outside world changesjaaépshr refinery systems
aUE A/“’ ;?
igr also Affected. "The third finding is that
political, economiqjor social actions by a
A
exporting and importing nations can change
industry economics and impact world /fdd(bé )
C‘ !
foreign¢ flow patterns and US Kefinery opera- |
: (2 C !
thnsyg ﬁ$v1ously, phis—islpretty much what |
ﬂéi A ) i
Eheycexpectcdﬁfo find., "For the purpose of
this analysis, a reference case was construc—5
% ﬁ
ted whieke tariffs and other 1mport1ng con-

straints were included as they existed in

1985, substantially what they are now. Referf

ence cages {inaudible). In addition, each of%
S EFn _j/ i
the feéeézﬁbregions, 28 of them,outside the .
4 A :

United States was as 1gned and that means

Zinimam 1E énmg 7}
assumed a through ug;f//

A
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. Je >
1. /Kéflecting the availability of indiginous

2. crude to those 28 regione,the local market
3.fj demands,and assumptions concern non-
§ A %Q;E
4. ! ' economic social factors. é{ generally, this
5. % means that our men had to assume minimum
i
G-E' throug%zguts of some refineried, foreign
I ' _
7-51 refineries, that there would be social impacts
8. . that they were guite certain would make them
j
2. J ' run those refineries at a low operating capa-
10. - cityy and in other situations where reasonable
S A
ll.il assumptions were that those refineries would
| f
12. run at their full capacity. Now two sensiti-
| ;
13. vity cases were tested against this reference!
14. case that we are referring to. Andeone caseji
f‘ Al
15. ] the minimum througézéut, which is the ;
|
16. assumption or the estimate of our groups 4
/e 0 -ﬁmﬁ_g
17’.!i /B§1ng t@g%e minimum constraints orc' '
18. ¢ throug%f?uts for the rest of the world, WQL/%'aL
. ‘A
19. took those off and if they just raq,f/éonoml— ;
! ‘ ' |
20. | callg}/ihat would result in 100,000 barrels | !
} /ﬂ;,wr/.s L
21. per day decrease in the net in—forseeto the
Aayuvvé,!
22. Ue}ted States. In other words, less iapii.e -
1 | ( L aZ, |
23. | ‘Xﬁen they ran only the refineries that—hadc i
24, | levels that would be economicai&ygﬁ;eer the
25.%% ‘assumptions of the study made here. In the
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10.
11.
12,
13.
14.
15.
16.
17.

18.

19,

20.
21.
22.
23.
24.

25.

second case it was assumed that the refineries
in the Middle East and ia’ﬁ;rth Africa were to
run at their maximum capability that results

in a 300,000 barrel per day increase in net

Aéﬁmrfs.ﬁbfb %P
ipput—kec. the United States. No%.to test the
A A,

effectiveness of increases in US/Z%oduct

/e . Coanturallin :
ariffs, presuming no aaeeuat—e&—aﬁ?théng:

SIRALIONS s, tro
RS ULS Sl

measures by other consuming

other words)if you went through a series of
A
studies where we increasedour product tariffy
A A

£he¢ other consuming nations did not take any
3
actioq;{,z{ was found that in all of those
s

situations, they resulted in varying degrees

/kavf%
of reduced US impues?t” That is with highes
A

I
product tariffsx we would have less imports if

Lotntic a
there were no actions taken by i
others. " However, it was also found in other
cases that should nations outside of the
United States unilaterally impose product&—an@!,

tariffs or other trade restraints,the United

A
States would probably see an increase in pro-
Aqurf@ i
duct impemeimgt~ In other words,if you had
/A A @

tariff barriers wiklother consuming nations,
of At -

the natural reaction im—ehetrefining capacity .
would be to sell where it was attractive to
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11.
12.
13.
14.
15,
16.
17.
18.
19.
20.
21.
22.
23,
24.

25.

bt

Herd 7o

and that would themefewecincrease imports into

. 22 o
the United States. Now that.—in-fact€would be

mitigated, these models show, by imposition of

A
US tariffs. On tpe other hand’if the United
o inposed A
States initially pesede the€dproduct trade

restraintssother nations could respond simi-

A
larly and it would mitigate the impact of whate,

£Even ?P
obhewr actiong we took. " In addition to these

three major findings, the report addresses

Jeriel, other significant issues. The first of these
Fg f s b

on
is that measuring crude oil baete}%a%*eﬁLcapa—

Sor
city or by“QQYtzaﬁgpat s your capacity ef&.
A,

-as£;}¥a;:g;gjﬁ;¥(
crude oil. i i not fully describe
.

A
the ability of US Kefineries to progduce :
vodiets AL Copacly or i
light pﬁeeesﬁZTQQJ Traditionally capabi- |

lity of Us/ﬁ;fineries to produce additional
products has been monitored by everyone,

ts Aellcts anis
generallg,by measuring the crude oil Eolationad. .
capac1ty. To what rate will we utilize it
that way? Since product demand patterns-have‘

changed, the capacity avallable to increase

A /o L i
motor gasoline sonaumptient is constrained by ;

the avallablllty of the downstream c r51on
ﬂwm#{, ) 2:;5
u.n.i.t..—-AnécJ:he octa.uhanc1ng

refineries rather than just the idea of how we
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1 (5 R
. can run s¢ many barrels of crude Next 1s

that regional refineries play an important and

3. unigue role in meeting US product demands.
4. Approximately 15 to 20 percent of the refining
5. capacity of the United States is represented
6'?% by these regional reflnefzzg{ Although many
7. {I O/%gidﬁreflnerles are small, they each have their
8. | Hehe eno . A . /f/ |
H own beaedeserving local and speciality markets,
9"% usually having minimal transportation_costs 8
10'?% for both getting€crude and products é:Lxhe
11. | markets they serve. As long as those condi-
12. tions eaﬂﬁéentinue to exist, the regional
13. refine;{ﬁshould remain viable. The main body !
14. of this report also takes note of and indi-
15. _cates and covers the significant number of
16. refinery closings that have occurred in the E
17. _ United States géggiéézfgnecand maéa;laws of
18. ' employment in this industrx//és a result of
19'§§ that. 7"Now, the third one is that the Los
20 Angelessin refineries are subject to some
21.§= unigque environmental regulations. The air %
22" quality conditions in the Los Angelessin, 3
23-i in general, fail to meet the federal and/or é
24'% state standards. Thus unique ﬁﬁ;:iﬁz:;ﬁbcon—
] A

b5 | o

S i trol requlatigns have been imposed owere vir-
i
{
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1 &)7/\:\1- /Olb
. tually all major eemmissiong sourceg types,

A
which include our petroleum refineries. As an
example, product specifications and ref inery

4 Z%nnﬂhzws,dﬂkgéfZhwuu7aoq,.
< by—Comni-seione regulations associated w1th

o rEfthiy’s
. ] ehese—in¢_the Los Angeles area com-

i bustion and processing sources are certainly
; L]
7.1 more restrictive thathhe rest of the United
i : O en
B-L States and ewemfiore so than in the rest of
|
9 “ . 1
-I the/wgrld. It was noted that further environ-
10.%; mental restraints or restrictions on product
11. ao;ume—aﬂd:spe01f1cat10ns or refining facili-
éﬁd&uﬁégs
12. ties increases our i costg and
13. reduces the capacity to produé/?by“* Such
14. environmental restrictionﬁdplace the US '
15. refineriég/at an economic disadvantage rela-
PEFINErS
16. , tive to forelgn fagikitiest who may not have ta
S
17-| meet similar constraints;q?The coﬂ&ralnts’that
18.! the covenswere,generally,llmltatlons ;
h AL M )/400 yolals
19-fi on 74 ‘; essure by—a%432¥ycspec1f1ca—
L ’e '
20. || tlonsffmotor gasollnelfrestrictions on the
21. ben%ihe kindee of motor gasollne;émore strin- |
SR Swlin. A s blla e
22.i gent restrictions on surphwt.content in é&eee&t,
23. fuel. Ba51call% this completes-é{brlef rev1ew
24.% of the study's flndlngs. I would like to glve
i , HHost, _
25. a few words of special thanks to bhe—fe&ka;th
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11.
12.
13.
14.
15.
16.
17.
18.

19.

/4£¢4Mﬂ S

Al Alandl, oF Flloer WUS Refinery Capability Task GroupV

/ﬁhst from that groug,the Chairman from the

did all the work in this study. I want to
thank the members of the Council for providing
the personnel to these study groups, and I'll
certainly say you supplied highly skilled,

excellent people to do this work. I want to

express my appreciation to DOE and their con-

siderable help in this matteq{? )ﬁé% their com-
mittment from all of these people has been |
outstanding. It's not possible,of course, for
me to single every individual é;o contributed
but I do wish to ﬁhank them. I would like to
specifically recognize the four or five peoplé
who are here with us and I think it would be
great if you.all would stand up. The Govern—;

Anr ;
ment Ge=Chairmam.of the Commlttee, Dr.A

e kfetno

|
|
}
|
L&ne{;:ﬁ% Administrator of Energy Informatlon!
Administration}éthe Chairman of the Coordinat-
A
ing Subcommittee, Jim Seamaq{from Texaco; the
Chairman of the Refinery Survey Task Grouph/b{
Ska'r" |
Lloyd Bu £rome Ashland; and the Chairman of
the 0il Supplg/%emand Task Group, Recger

Dlamond Shamroch})the Chairman

Worldwide Refinery Tren%fTask Group, John
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o

1. McDonald $=emeStandard 0il.
2. Ralph, this completes my preszitation. As you
3
know_, a number of the/ask/l/orce leaders are
44; here and the bcommittee chairman is here,
3 BIND &2
5-: they are all avallableAfor guestioning and I
6-1' would like to move that the National Petroleum
7* Council wese—te~adopt the report of this Com-
" on A.S. Fetrolbcem fs/maﬁ
8. mittee
K’//A/M.MJ BRsEY
-' MR _CHATIRMALy: Well,John, thank you very very much. And I
H A
10“; certainly want to thank you for your remarks
11 f/ﬂmgknﬁ
and all of those who
1o ! %3 LS St 0 Y
“ worked on this 3 —was—a¢ long ahd te-
13 /o
. dious rele?’ I know,/s ,E(ut the study is, indeed.
14 . (o . |
- very important to the ,Nétlon and very timely, -
; ’ A
154 @a certainly all want to thank you for your i
, AERALEY !
16, /;.;/i/ 24 “5%3/5 in getting the job completed. Well
17117 ke oL . _ :
" done,—~thank—yoeuwe~ I have a motion to adopt the
Lol CHAIRMAN Ba1LEY: A _ -/j';aé 5;4:/%' :
. draft report, subject to fd iz
19':" MEMBER: - I second it...a
20! CHEYRHON SILEY \D Atau s Second
° : Als there any futher discussion?
, K EXeillenE
1. recpoNeBc- I think thet.the study is a—geed—effordt but
SWELVLY /% i
22{| A% the assumption isethere that domestic
234 production will stay level through 1990 seems '
24'1 to me to be misleading in that it implies that
\' i
25j policé/#akers have got four}{ears to watch the
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domestic industry before doing anything. 1In

2. reading the report I don't see that it's
3‘@ important to put that statement in there, but
4. I-thimke-it's a complex study and I can't
5. follow the logic all the way through but
6'; - certainly that asslagtlon must have been made
7. AL preegon Aotes Qleicle, prrices

" before t‘zy—senb—the—eopy—to—éhe—psess(

[ ME. fHekiniey wondel |
*i RESPONSE: IAagree with you on that last point, I think

those assumptions were made when the study was

|
| MM&
! ack in 1985. I believe that you

10.
11., were pointing out that in these models they
1?‘ were run showing the amount of US crude being
13. substantiallj stable for a period, is that
14. .
the point? emwe -
1 SLIEENE Y |
S. MR. MGK;NLE??/ Well, let me be specific. 1In the text on page
-3/ |
16. 133 it lists...it says spec1f1cally,and then
17 FA2
. jn on page 2*2¢and in fact in the‘pendlx
18ﬂ1 the assumption was made that domestic pro-
lgj: duction would stay atjf’/evel through 1990 and
204._ then decline. It just seems tc me that anyone
214 K ,__tﬁét id k that Zuest be a
! W ow at sheb—weudde be n
| HE. Herwiey: nowing ould kn
szfZ?uaf Ol £EL assumption they made back in '85. But e ;
L aRge. /ot i
23';.,4 f S /mn-know1ng,._vé non—-expert policy aker, it seemsi
A i
i .
24f; to me, could be mislead by that statement.
I . /~3/
ZSﬂ M. Sty — - .. Page ¥ and then I think that same paragraph
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12.
13.
14.
15,
16.
17.
18.
19.
20.
21.
22.
23.

24,

M, fekley
RESRONESEY

M SRLEALY
RESRONGE :
AL SERHAINS
RESRONEE

UL pude Lan 5%
HAs Lhole,

s

. HORMLEY:

Dl yow favt |

| gornd '+ addl Fo
o

25. 1

4

T Serey s A
is repeated elsewhere. Well, letwx take page
o0/ R e

232¢ The second full paragraph on page 2%2%
As I was pointing out, awndeI think this is a

good illustration of the point I was making.e_

/e
bt )Wﬂat we did here was try to test our refining
A

system and its ability to supply. We didn't
try to select any one point and say, it's go-
ing to be that way. So that this study is not
a prec1se estimate ofniézif;@i?mands :E 42¢Q€/
,ﬁéfineries. It shows Ehatreap;:iféiées—aieQ
thesee and it is not, certainly, a guarantee of
what crude production would be in the US.

But, I think my point is...z

Well, I want to make this point. This—whelec .

gegzuﬁkuafya;
study of these cases were really not

2
to crude oil supply, per se and shouldn't prej
judice that one way or the other. I think

Eatlrie
that, as Mr. McKinley pointed out here—early®”

A
the cases were essentially up_ to the pesrmis-e -

,ozaa(, V27

capability of the neﬁsnégieaasysteq/J
SEA I ;
/fhe costs of the ;eé&ﬂéggz ysteqﬁ/and thd“ﬁe—i
mand for Ehéygroducts.é1d the assumptlon was %
4 /QQéZ&t, . ;
basically made that each naquéséi;nsbdomesti—;
ca&iﬁV;aLforeignJhad access to crude i

A
of an acceptable quality, at what would be a
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comparable price, competitively. It's almost

2.; essential that it be done on that basis to get
. AJAMJC
3. at the results we're trying to reach rather
i : RESESS .
4.‘!‘ than aecessethe availability of crude oil, per
! .
5. se.
L AR TWEEEY: . :
6.:! e What would happen if you just left that para-
7 ' graph out?
| Me. Seamans
8n RESPONGET™ I think that would be nothing. It would not
9. effect the report.
| AME SWECUCY
10..i RBSRONSE: Okay, that's my suggestion. |"This does not
g
LYo\l M. A LEY — deal with whether the crude oil came from the
‘ fe “0 :
12, )!/astern Hemisphere c>r,I Canada or other places
CHA/ A BLLY A ‘
14. o John, would you agree that it probably could
| Eche tm |
15.)0 be cured under the final Ee-p#/ i
Al AewiLy: . :
16.)| & I see no reason not to further explain that
17. matter. ) 4 . 'ﬁ
¥ WA’MA&U By ——— ;Mu_, ;éémab 4 M Yore k? gjg( 7
18.0i  MR—CHAFRMAN: Okay, all those in favor/l-e-b&-uobs—#—l—%h-Z(_'
19.\ "AVEY,
20-h MEMBERSHIP: "AYE"
| CHlrnn Ba/es i
21.1 M-R-r—G-HA-I-R-HA-N:y posed? |
22, (NO RESPONSE) . !
N s B/ E
23'{ MR—CHATRMAN : The report's accepted. John, thank you. ;
94| /. . Ao tndbtoinyy 2 Sh2 /g;m/aé, '
" Cuennn Basiey: —aC0uncil also v |
i ,‘
25., Secretary Herrington on US 0il and Gas Outlook‘l‘.
e, //d.e’/,ojés)/;{ } 61
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4-i MR. KETELSEN:

~J
.

10.
11.

12.
13.

14.

Aeir

W ESERT e 2nseum

Jim Ketelsen will now giwe—&heCreport from his
Committee and review their plans for comple-
tion of the overall assignment.

Thank you, Ralph.qﬂ}'m going to present to you
A
the Interim Report for your approval, todayJ

A tno

and our plans for the final report in this
area.;ﬁgy way of background, last September,
Secretary Herrington requested the National

Petroleum Council to examine the factors ef-
=)
7ok 3

fecting theczppliea%*eﬁt_future supply of and
145r ol Ahu‘i

the demands-sf€natural gas. Little did he

JEAZ
know when he put.the—;equast_+u1that it was

going to be prepared under the kind of c1rcumi
stancesAthis industry is—éaéﬁ#ﬁlthese days., i
but that's... maybe he was clairvoyant in %
asking for the study, I don't know, but we'lli
give him that benefit. The Secretary also re;
quested that the study examine the factors

that prec1plcated the 1970s energy crlai%i/

Thee financial impact on the nation's economy,g

A
the appropriateness of the government's re-

sponse,and the potential for recurrence of

A
such crigﬂ?f In additiothhe Council was :
A :

asked to advise on how the vulnerability E
£ or ;
to future energy cr1§Z§ can be avoided and€~ |
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e A
/Méra,a 15/.( haired by John Bolaed. of Chevron.?All of,|

mitigated.?To undertake this study, the Coun-
cil established the Committee on US 0il and

Gas Outlook. fjleased to have Don Bawes as

my Government Ge=Chetrmar~ Our Committee’ as

A
one of its first acts established a Ccordinat-—

tommebler. A
1ng Gem&-%tee.under the dlrectlon of Chuck

}{ Tennteo 4o :5_
Sg¢hultz of P-m-]:-l-ee—-wh-ee.aldui-—a-adgdlrect the
5 Ard. HireL vask 5704

overall study effort. I'm not going to let

4l AL
them stand up work

/S Aﬂf.,' . .
e final report comes

in February, they can stand up after that,

s 7ask @/’ozﬁa
Economlc and Envior mental Impact-Statas is
4 of hoeo;
ﬁ(halred by Jim MecMansMv /{he Historical Factors}

Yeir s
Task Group 1s /halred by Frank Fu-r-r-a-sﬁo%_ f

Pen/zo:.l/ ,‘l(he Future Supply/:n;)Demand Facter

L W

M
these committees have broad membershlp},{/ I ;

want to thank the Council's membership for
) 15 yE
their &swinef and that of the peop eA and others
L/ .
assigned tkoorklng groups. We've had great
cooperation and we re most appreciative of |

this, particularly -a-z_.thls t1me when all of usi

are asked to cut back and ad-d”I think, an

upgraded work level as far as our own 1nternal.

requirements are concerned. I want to acknow-
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12.
13.
14.
15,
l6.

17.

¥

ledge the oﬁzgoing help and enthusiastic co-

operation ﬁ;am;the Department of Energy /Fer-

re SeLn
sonnel on thatstudy. most active

2 At

with us. Bwd the time th*az:bmmlttee held its

initial meetlan/thls past April, o&éﬁlconcern
% Sxavoration. and.
was expressed much of the i

&he€ development sector of the/ﬁg%}oleum/Zﬁgﬁs—
try was being dismantled by the rapid decline
és%_the price of o0il that had occurred during
the previous four months. The Committee felt

shetl-at that time that it was imperative that

an nteqf/llﬂéport be developed and publlsheQ}b’

this fall, which focused on the severe drop ln

oil prices. The Committee agreed that the,lﬁw
terlq/ﬂ ort would address the near-term im- :
f on Ao A. O,
pact of priceg decline ef—the—price—ofloil and
%Aﬁl"ﬂ,dh..
gas rn—éhe;related industries and in te;ﬂmh{é¢;

the economic and strategic security of the
United States. It was further agreed that we:

would not attempt to develop optlons or recom-

(i
mendations in this Anterim eport. In other-a
!
words,the fun is yet to come imethe final re-‘

L
f

port. g%he Committee also Zafeaithat the flnal

véb'féz: YoM |
report, scheduled . in February:

of '87,would address the 197(‘L‘senergy crig/s%
A
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a kg A
; <
L. —florg }/actors A'f’ecting the US )a/il,:‘@és

e
"
2. ,ﬂﬁtlook,and options for aveiding asee_
: A
3.4 mitigating US vulnerability to future energy
4 . A Cau .

. crisfs. @hezgpbcommlttee and task groups are
5-? hard at work completing the necessary analysis
6. for this more detailed and broadeq}géope final

i _
7.0 report,which we will have drafted in December
A
8'. and available, hopefully, in February for
9. final reviewé-gf/,For your information, an
10'? outline 6f that report,*'is provided in the
i ]
11, peckageR- in front of you,/ this morning.;?;nd
12. no7 I'd like to take a brief overview of the
13 e b Lo UE #o ke,
. /Zﬁterlm eport that . action on
14. today. At the outseﬁgwe set out with two
15 o Ahhe, deyilopmnint oF |
‘ general objectives wvital tqﬂthis report. Our
/S
16. main objective waseto stick to the facts
17. without bias as far as the situation wégga
18.:

concerned. And secondly, we recognizgﬁvihat

1o ! /s +o Be.
: it wase important asndetimely and we have

satisfied that by coming to you today with
21.| this/zﬁé:rim/Rggbrt and also to keep it
22. concise enough that those poliquﬁakers who
23. have-the time and the willingness to read all .
24. of it. And Qe alle obviously#“also attempted -
25. in this n%ériq/xggart to prepare a unified
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10.°

11.
12.
13,
14.
15.
%6.

17.

18."

19.
20,
21.
22.

23.‘

24,

25,

industry outlook which represents a majority

of the Council's constituentsfﬂ%hen the Coun-
cil agreed to undertake this study it was felt
that -bhé{xisting outloolﬁcould be utilized to

2
evaluate, key factors. It became obvious with

LS

the price defiemes®” however, that the magni-

tude of changes that had taken place we no

. 7 SO Ectons
longer had reliable long-term projection e
This—was as far as the current qnvironment was
concerned. A-né@ﬁerefore ‘two j,ndu-s-b%e-e:,sur—'

S £
veyséewere completed to back-up thiS/I{werlm
Je A7r5e, au Ntat-Fom cbidlon S

eport. A—pear—eerm—y-itlageR O lookAw sent :
to approximately 7,000 members of the Indepen-

dent Petroleum Association of America and_to
the Society of Independent Professional St
Scientists. We got 1,023 responses. They E
have been received and summarized and are in-.
cluded as an appendix to the report. Second,

-

a survey of future supplg/andeemand outloo&f
J//)bd////’ AS—r’ . :

using two simpliede price trends;{- he price
A :
trends the¥.were provided by the Department of
T f
Energy for utilization -e#this study.@ud that,
\WY% /e e - !
was sent to 52 Fetroleum Zndustry, T

Y
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: /EJ /EJ CEQW7d321§/ v 5 45'
1. tility,ﬁévernment, Oon&uJZn-band inancial

fe /e HHorfy-Hhiree.
2. /CBmmunlty ‘epresentatives. Brisflye detailed
; cetE
3-;; responses were received aRcd—uwa_summarized ik .
4-{% éﬁdr%tzf;mwéas well in Appendix ‘Fﬁb} Further data -and€ .
-5-1‘ _ analygfé will be included in the final reports
G'EI ' on these surveys. Now the results of the sur-
| | -
7-1; veys are intended to illustrate the impact of
I
8-%1 future oil prices on drilling activity levels
i
9-gi and on supply and demand.;?%he body of the
4 (S A& \ . . . .
10. proposed Anterim Keport is divided into five
11-; major sections. The first being an.;;?rview
12, | whieke briefly covers the four major ; !
-y ;
13. developed 1in the report. First,Adefinition of:
Yeelniicd Liby and
14. our past, present,and ‘
Agotrdonceson  ihports A ‘
15. future401l repoxrtat” Second, the severe !
16, ‘ effects of lower oil prices on the industry,e#
17. 11 éazpur future response capabilities.
i
18-;E Third, the effectd of lower oil prices enc.the
19-]i depressed industry conditions on the nation's
Y :
20. i vulnerability to a future major energy crisisz

t

21. i d fourth, an assessment of long-term impact.
22, I of the depressed oil servicg4supply sector. ;

H i
23-‘i :ﬂ)The second section is an introduction pro-

| A4, /5t ta

24. 1 vides jkground on Brudy o&-&é-p—r—eséed‘f the

A organss /o/;" A :
25.15 e;gaa*aa%&eaa&Lmethodology in the areas that
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¥,

I've already covered for you. " The third sec-

2. 07'{’

tion addresses the economic impacts with€major
b ]

: £9
3. ? oil price i covering three major areas.
4. ? _ Firsq’documentation of the severe impact of
! : A
5'1 the two 1970senergy price shocks on GNP, fixed
6 i : _ A @rdl rflatyon,
" investmengéf'unemployment, omploymen€. which
7" contributed to a major recession which
8. followed each of these criszg? Second, the
!
9‘@, discussion of why recent low prices have
[
10. . failed to stimulate the economy in a positive
ll.@; manner while in the past, the rising prices
12. have quickly depressed the economy. And,
13. third, the documentation of the economic
Vodinsin |
14. deterioration of the major oil ‘
) SAzFes
5. tadustey—mistakead that we're all familiar
16. with., HThe fourth section of the report i
17. addresses } esponses to major '
lB.E; 0il price changes,coverlng four major areas.
| Vd et
19-3‘ Thet discussion of the impact of perisinge—
20°i instability of the petroleum industry_,m‘z
2l-i C§>cond 7" an assessment of the petroleum }
) ; . :
22'{ industr%?sensitivity and response to price :
23.i changes. rd}g‘/; discussign of the results
: //%9 IPES ftas-Ciinmr chillon ﬂm’éoﬂ%)’%
24-i of the M@he-hm—brrrrmg/ienfi-eeke_
i
25. Studyw . At 13 dollars per barrel,the
’ A
, .
H respondents expect their 1990 drilling to
58
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. &r ‘e
1. decline to 15 percent of thee1985 leveL/J Kt
AHerr A
2. 20 dollars per barre%’bheLIQQO act1v1ty would
3. ' fall to one-half of ggéLIQSS leveL)J,Kﬁd at 27
' Zr
4. dollars per barrel, theel99%0 act1v1ty was pro-
. A Herr
5. jected to rlsgﬂabout 125 percent of &hee '85
6.'? level. TE? fourth thing was a discussion of
| (o RtV R <
7. the NPC @il and/Ghs/Zﬁtlook/Bﬁrvey. The sur-
| L0
8. | vey utilizequepartment of Energy rg%ided
i
9, r price trendg}/,Aﬁ ‘upper trend of 18 dollars
73/n
10. per barrel p&sest% 36 dollars per barrel by
: - . Mﬂ"dé/
11. 4 the vyear 2000’and a lower price trend wille.
1 Szt A
12. starte.at 12 dollars per barrel rising to 21
13. dollars per barrel by the year 2000. These
14, : prices are all in 1986 dollars. The United
15. States reaches an oil import dependence of 50
16. percent shortly before the year 2000 with the
17. upper price trend, and shortly after 1990 with
A t
18. | the lower price trend w+ék_these surveys.
Phidolle, Sact OPEC
19. Thay-will lease—te—oPRI&2 in the year 2000 will
20, 5 supply 35 percent of total non-Communist world
21. i 0il consumption in the upper price trend and
22. | over 45 percent in the lower price trend. g
| Y v ;
23. i Bieher€price trend was nough to stab-
24, % lize US oil and gas production.” The flfth and
f Cofnim 4
25. 1 final section of the Eetexra2 Keport assessé
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10.
11.
12.
13,
14,
15,
le.
17.
18.
19.
20.
21.
22,
23.
24,

25.

oA

the impac%gof the recent price decline fewrc.
petroleum service in—-theesupply sectors.

Again,four key areas are developed. First, an
A
assessment of current industry employment

show1ng ocil and gas extraction -ir?€mployment

V.
has dropped 37 percent since lQBg}’iW/th azﬁg”

service sector down by 51 percent. Second,

Yo
the¢discussion of the loss of oil field equip-—

ment. Once idem¥-equipment is disposed of,the
”
industry will be limited on £nePEbility to

reequip itself. Of course,you've heard com-
A

ments in regard to that in respect to Secre-—

}
tary Herringt03§ speech earlier. Third, is

a m%s
ther discussion of the service &

financial plight that could limit 1t: future;

ability to respond to the’{%creased demands /¥1
|

required. And,fourth/“an assessment of the !

. 1 . on

impact of lower prices, research and develop- ;

ment as well as the export of technology. We
could lngg the competitive advantage we have -
held in many areas since the beginning of the

petroleum industry;j?In conclusion, we have
!

tried to develop a concise, factual report,s— -
A :

that accurately portrays the present condi-

tions faced by our industry and our nation,and
4 i
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10.

11. ¢

12.
13.

14.

15, |

l6.
17.

18.

19. '

20.
21.
22.
23.

24.

25.

L CHARH I AIuEY
MR-—CRATRMAN ;

RESPONSE:
CUhlai sy GE/LE Y
MR—CHATRMAN :

. SLELVEY
RESPONSE:

At

which sets a stage for the 1ssues wh&eb—weza

(Spiarel. P
will be diseussinel in our,Eﬁnal/Réport Mr
Chairman,we look forward to presenting our

A _
final report for the Council's consideration
early next year, and I now move that this
Commilbers or

,therlq/ﬁ;port of the U.s. 011 and - Gas OQutlook
be adopted by the Counc1t;/,56bject to final
editing.
Jim, thank you very much. "I have a motion to
adopt the drafted%lﬁterim/zgport, subject to
theffinal editorial revisionﬁﬁ@b I have a sec-—

ond?

Second.

Qo At S Aeoaegisir €
I'm a little uncomfortable with that lower
price trend}?ﬁk I read it right:we're saying

EC A
that we're g01ng to ask GREEE in 1995 to supply

32 million barrels at the price of 17 dollars.
OrEC.

‘9 d the last time that was—ORI& was called on

s Ao orrer tro Fa
to supply 31 million barrels,aaé—p;aeéh—eﬂe&ﬂLe
diop o St
dollars,was—a—geeé—b+tthgher than 12;4@}

seems to me that you're forc1ng an answer w1th|
that constraint on price. I @eu&dpv1suallze
it starting at 12 but if it does start at 12,

it would seen to me that the....
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10.

11.

12.

13.

14. ; .
Crinessnw G574y
MR —CHATRMATY

15,
l6.
17.

18. |

l9.j§

20,

21.

22.
23.

24.

25.

M. HETELSEA
RESBENEET

. SWELVEY
RESRONSHY

M. KETELSEN)
RESRONGE :

\Q;/ ASHE GaSAFE -
A

The price wasn't given by the Department of
Energy.@'nat was something shre spent a lot
7 yin véhb%;
of time £d nge out how we could get a&*3
price scenario that we could utilize for a
study of demandg and supply ané“ﬁ%ailability.
Againjthey—ggiedﬁ_ségth John's study,it does
not é;y that's what's going to happéﬁ. It
says that‘here is a supply and demand availab-
ility at this price range.
Well, with all due respect, my opinion is that
UNrialispia Humbuns,

it's generatingcﬁt_l‘d just ask you to think
about it; think about it and review it.
Garbage in - garbarge out, that what I think
we're getting here.

u have to develop some price

assumption as a reaction to that price and

there isn't any i here,nor could we
A !

with any precision at all, predict what those
prices will be. You have to take some price

scenario and then make the demand calculations

. AT :
and you have a high/low demanqdand somewhere |
within that fairway is where we'll likely find

ourselves.

: i
What we have here, you recognize, we sent outi

/i i |
a survey that saidAthe prices is this, what's '

12
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15.
le6.
17,
18.
19,
20.
21.
22.
23.
24.

25,

going to happeq/Q ThlS is a summary of what

SESLOn kS
33 response®-said was going to happen. .

. EYLa oy Lot
R-E‘.S-PO-N-S-E‘/\Q’AM'/%Q’/The @:mmittee, 1tse1f ps-ea-e-e-t-ed&that klrg of
A

MR.

WILLIAMSON:

Chltvlrran) SAuLEY:

MR.

K

EfBLINGER:

o D
number. That's what the majority of thégééf

responding to the survey said would happen
Aﬁ@Lhﬁ&ntﬁ | A
under t ppeegeéd They didn't have ap*~—.

opportunity to vary the price;ﬁlt;maeﬂgiven in

A
the survey.

e Wit LLeE, Ty rs00rt
I'm Gh*pLWllllamson, I think that that s a

good report and one that the Council should be

very proud oi—anéLsubmlt_keygo the Secretary., 4h£

29 o prirtosned Ednliie  da
hopefullg,they w*éaadellberate how do we get

LG, 65

Ho ;
a;aunj%make the be of”ghe world winRdRaC i
3 well S oF

todag;l I think the quallty and the t1mel1nesa

ndl H ek,
of this data hawe.conclusions that—meght—bee,l

imperative that not only does it stay in the

public arena but that it stays at a level that

e doork :

ikt deserves. It seems to me that one of the

things that we should be as sure as we can...<.
sdA LA
and—thate is that we've done those things in |

the verbiage or whatever that 4#hsures that ;

continuing level of publlc awareness t-e-—eeJﬁ:ee..
|

the problem.

I~ ,'4,,. 47‘/4://‘%, |

S&£1;I m H—EZZKeplingenALI'd like to see more

'
1

of a sense of urgency,maybe, in the report.
A
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10.
11.
12.
13.
" 14.
15.
l6.
17.
18.
19.
20.
21.
22,
23.
24,

25,

We discussed this a little bit in the second
meeting. I was just at the Society of Petro-

. ' . .
leum Englneers;l meetlnq}/yesterday and there 1s

4

a lot of new information soAmaybe we c.a;-z,:Ery

to review some of the data before the final
Gk Lo,
report. A}(s you see ehet—numbers of engineers

74,000
going from J-.-’-!-G-QU:.O M,OOO ipea statement

that we maybe losing capabilities in the
. S7E,
industry. So we look at the__‘@'lere‘s a lot

of new information that has come out just in

Ml METELSED: i .
;! ' ' the few months. [Well, obviously,as we
<-_‘“—— __//[ f ’{
move towards the final report if it is
pertinent, we will incorporate itj
HE. KEPL/INVELE, e :
RESPORSHA \J}mj/l’f somepody; d-eee“/as I have, I've gone out a-aé—

A

2 ISR Liahuer, 49 daat Flan ,
WH&A_QMM' i I've talked :

1
to 60,000 people in th:.s 1ndustry}’ I've ;
o A E
walked the streets ery pu-r-ai&«town and, :
a‘/(s Lty #r ; ?Z.Z/‘ orl I

&/a.a.e o/ somebody . h-a.s-.--(_I'd like for them to go and
A

/Ve.u) &f/m,ad 0,.

%ta.\.;én

%udﬂ@aé/ﬂ gém A
stand in 11ne and..-seeew{ere the money - the

unemployment is being d-r-l-v-e-n'_,out:.) Just take a

few minutes before you draft}“ﬁp yolre final

L

report so that you really have a feel for the1
dev/giation that has hit this industry. Ande.

@at'sAwhat I'd kindiofllike to see because,

/ﬁu&_use statistics eausrye six monthsJa-né—l.-ne nine
A .
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1. months then I don't think that the report
Cll e

will deserve the credit that 1t does? deserve.

You've done a great job, but if you go out and

actually see, walk througl':\"ﬁ.h.a—ea-m-e*ae—r—h-ei-p-:_
193 &mt%on & Ao Mo encbecotre s
within—yowe

ihrge and see what's happening
4‘75“’ ‘@M" _ , 7 AT s
. a/-d., /C/;a&gap thrdustery then I think thatA people will—be—faxe

! rlh

/J{a‘&yw L

71 menel responsible for pﬁ@‘fﬁ-ﬁgbthe reportj/

| aypvovedl, N
hotare

> thefheir attitudes might be
L. AL LR
Y : Mr, Chairman, we heard the Secretary say this
A
morning that he had had great input of infor-
Al
mation but he's looking for an answer. But~

12.17 then you refer to the fact that it is in our
AN G EEY ! e pot

1 %J? ’ charge andc,we'reﬂtrying to come up with a
1 °5/‘/f AHELELR): specific answer, which I certainly agree with,
1 %awma//o’/?( A

lmda.[ﬁx ALy and I also want to commend the@mmittee on ,
' |
Mﬁ&/ Uoéa‘/b‘? the work that they've done. I did raise somei

Lﬂ(ﬁ'dé/zv‘}{

P i
//stvffﬁzl‘ﬁ.lga/ffw guestions in Houston, whiehe you mayfrecall. I:
/&S/u%aé \ #ouiernt |
otk m%c&o would like to address the point that has been

AJ{&J £ ff.z(_.{w %u

£ a.; raised by a couple of people earlier this
st/ Astheir 2
/famowﬂd mornlng/,é{\d make a suggestion, if I may. ?I

11&-’&&5 w&dmnt‘ would llke to suggest for those of you that
- \2%'6.57400;!.

-l have a co of the paper in front of you that:

l//,e HETECSEA) Py pap P Y 1

%\5- \a—"-’éf&( z/’;«m on page 4 of the overview dsethe closing

Yo € == S, Leel y

24"%19/4467%%;,.,”, sentence that now reads,A@llAthls could

‘{A C?é'dul’&) 4 duyg A

25..7%,‘_,04('0%% seriously «&ffect our strategic and national
. %W")MCja#ﬂm%u.

15
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sanll, o "

1. _ security as faxas euwi economic stablllty.
Vs :Cfl
2.{ I propo;g that it—could be deleted and changed
(i
315 to ﬁnézzm and I would like to add a closing
! e
4Ti sentencqﬁ?/xﬁd I suggest that the sentence bhe
5. ' thus:
6.§E
7.:5 "THE IMMINENCE AND GRAVITY OF THIS NATIONAL
{
8-1? ENERGY VULNERABILITY MANDATES THAT THE
9..! NATIONAL PETROLEUM COUNCIL REQUEST THE SECRE-
10." TARY OF ENERGY TO CONVEY THE URGENCY OF THE
11.i SITUATION TO THE ADMINISTRATION, THE CONGRESSJ
| A
12. AND THE AMERICAN PEOPLE." ‘
13,
14. The purpose of the request is that I think
15, that it is recognized that no proposed action |
16. has any chance of success unless the Adminis—i
17* tration and the Congress come to grips with
18.., what the situation really is and unless that
g 4bny2?zﬁcuafvé /4 ordle
191; is the American people, ard€ that
204 & intiative be started it cannot, in my estima—;
py ‘
21. ' tion, start within the oil and gas industry. |
i
22. And, I would like to move that your report }gg_
23. amended to include the word change that I have
: s :
24, suggested and to include thdbsentence tha;—&&a
! OVELY )
251i closing sentence of the auther?d™
| .
[
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12.

13.

14.

15,
16.
17.
18.
19,
20.
21.
22,
23,
24,

25,

RESPONSE: _Second.
. METELSEAD
RESPONSE: I think you've got a motion-?ﬁz.
- G eHn) LELEY e
. MR—CHATRMAN: You're the@qairman, would you like to% _
3 a7,
; areng—withC the recommendation,@g L‘he'-Eequest?gad
i f
. KETELSER: A

% Mtéz;é/ Aty +e2 _beyond what the pﬁ%{'ﬁof the request to
P Mt t> At A us was. I think we're... I think the National

Petroleum Council has, or can address that

i o Flms o+l issue as a separate issue. I suspect that its

[P bkt S da@é@ —_ _

I : . . _

| . not germaine to this particular reportWe.

RESPONSe He asked us for a report, he didn't ask us to
: tell him what to do with it. ]
| Corayerinn) Sve *

: My reaction is the sameg/I don't believe that
A -
1
the NPC can engage itself deeply intat the
VOLESS ;
political ;ﬁfeb}enr" This is not a lobbying

L organizatibn. We deal with the facts as we i

A AaoEamnSle ;
| see them,and with—some—ofe those factsyand we |
¥ A A _

) present them to the Secretary.and?;% will be

; .y A

i his joqﬂto decide what he does with them.

i Now, having said that,we have a proposal eRc.
! A .
@

h the—fleoew® for amendment and a second. All of -
!
|| those in favor, say "AYE" |
|
]? MEMBERSHIP: "AYE" g
| Cuempndncey Sy W,
lJ! MR CFAERMAN : 4 Those opposedtle-
| mEMBERSHIP: "NO".

27
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U 4500 S LY

. . (&
1. MR—CHARRMAN : I think the amendment carries’g ahdg will have to
2, _ take that into account when we draft the final
3. report.
4. MR/a KETELSEN: We will;{@hank you.
/VZ KL,
RESEBON®E : /ﬁmé{/fmu.Jlm, this is now one of three reports that is
i A A
6'% due, and,unfortunatelziwe're going hdf{r not
C ~ A
7t one of three that we have, but the API and now
| Evitone o
3-1 the Congressional Committee and ewely—si-ttingc
[ \S/%én; AE 2o
9. tR—on—thee energy crisis and problems.é): seems
i at A of HE Loor
10. that meeting next week bcom-
) A Mo A eme. $E75
ll.ij mittveée{ !.-se_broa en, other than coordinating
i L Gk Groaas UE.
12. what they—heve—beem doing, looking at what
13. other studies have reported. What plansdo you
14, have to work out that coordination with the .
O o S b !
15. P studw on the impact...? fk '
ME. KETECSEN .
16. RESBONEE: I think we will be bringing them ig#o the ;
17, o 7/4’/0/ degree ehatWe can. And, obviously, one of the
71424 4013 D A
L] y .
18 Stissl aboit —'?ppe-e-e-n-es-—eftthls whole process /t‘s’
!
19'!AAQQLAJ#Qu(/;ayégf—*comlng in Februarxx/,fg that as a final report,e
20. il linked towards the Presnient}\s requested study
!
21.} that's due on the whole issue in the middle oﬁ
22.i Decembe:)Jé}ui our answer to that is that the |
!
23. { Departme?t% Jokme are going to be involved
' (2 ;
24.i in the A‘(:Lnal /Keport development and we will ‘
25.1 have a draft of the final report available #me
|
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12.
13.
14,
15.
le.
17.
18.

19.

20,

21.
22.
23.
24.

25,

Coranesan aayecy
MR—CHA-ERMAN :

. LT
RESPONSE

éhe Department will have that draft of the
final report even though it isn't final.
They will have the deaf€-and the information
available to them for consideration £g;Ltheir
report as far as the Président's request is
levicewn .
conserrs” But all the facts that we've
gathered and all the data will be in their
hands and it will be availablefg;Lthem to
utilize in consideration of the final report
tha;dég;e to give in Decembér. I think that
that come® from a timing standpoint.

Any further discussioq)/?

A%Aiééyﬁ’I'd like to talk for two or three mlnutes

-about the overall energy 51tuatlonf/,K§ther

than this specific point that is 1n the

report.??I think all of us will remember back

s

in 1980 we had -2 Act passed which was—te< -

encourage*the development or the exploration

of research and development of alternate fuel

use. 'm talking about synthetic fuelsfrom

s 74££atJ

coal._._<_nd all of these p0551b111tles.@1d we

did run the course, I guess,of putting a Aéf¢ﬁ§
A e, O A

amourt—o#® money inf#to some pleaas—it€didn’t

turn out to be economic elevant to the eeme_ !

lecstint Ao and Jo
eorm. price of 011, but the whole situation has
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13.
14.
15.
lé6.
17.
18.
19.
20,
21.
22.
23.

24,

25.°

shuézgown, now. And that kind of energy is
still in this country. The coal is still

Sk, St et AU ey, \Shate, 0il
thera\;‘,l and, sarsane and the  shell=cile is still |
there. And I wonder if it might not be a fea-
si?le thing to ask the Secretary to reevaluate
tﬁé;sit:?t'on. Because we kno%__4p{a lot of
us aec:pt;that it wasn't very ;;11 done inso-
far as thelresearch and the p;anéiwere
concerned. But theq}“@f we';e going to keep

this country at all selﬂ—sufficient,for,dpfhé
LI ; 76 A
long, long-term,then_égﬁggve to get back to

A

these kinds of subjects, I think. ' Now, ’
. A5, sdrak, :

another piece of i+—i=.that coal, asewe all i
el ' |

know has more, it in this country than the .

o i
whole oﬁdoil in the Persian Gulf. Now, |
‘ C
nothing specifically is being done,to my know-

Fovoido din 2
ledge,fe;—éhe&increased use of coal. The
A )
forecast§sdon't show anything. But I think
A

that coal needs to have some attention and
therg% a lot of things going against igf/but,;
A

at the same time,coal is available in this i

A r

country.@nere are things that can be done with
A

it and I think by now,/about 60 percent of oux

Frou) A ery SEE Byl |
power plant fuel is, coal#/b tAI don't théﬁméfi
At oo 3 25 |

thee forecast £ going to be increas-
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12.
13.
14.
15,
l6.
17.
18.

19,

20.'

21,
22.
23,
24.

25.

4A4£ D vnk, A3 13

Htfd/nt/ £l we
Ahﬁﬂfé uﬁiifwbtf #

:4&2J 644,

oaé./ﬂdatvfs
£zu524nJ —Hanl

/4an%éb
inq;in—eoalq_ 36 T think coal needs some

attentionj/eaJ;:f%%g term basis®™

The thing{that we're talking abew€ in our
report)/here are relatively short-term things
and some of these things&#ﬂééprobably be aa .
done with more force, let's say, if they...ﬁf

the government had a lox@erm policy in

So Fac 2o
suppere—eoft what do we do when 011 runs out,or

A 55::225 76 A
down the road someplace i e

Vel
declining, wi-thewe _question. And so I think
A

that's something that probably would bear some

seelion,

further attention.?And then we have nukestT

This is another thing that we got into at the.

LU, Auelean co
same tlme. As ye-utknow, n.uk.a.n:..aa;&dead right

A :
/;Mat kind of tfh?’a%is out there and \Jaogzso

we're going to have to get 1nto|

or ila:;gglﬂII!!HH!IF
i A écﬁ we think about the oil 1ndustry. _

1tl

mm&(

@here are considerable areas tha we-—m-us-tt.call

rgin terrltorﬁ} I think the government mlght
well take a look at what"t ey c.ane,do in order

)’?/ou ) o
to encourage exploratlon in thesAterrltorles‘

.é&z? A Sansnl C i
',ﬂﬂew %yn«.@h[ such as Alaska, offghorej/l-nz.the Aﬂtlc, off-i
4&&?3/4&’7£i;29 ot onel : . i
%L%,&W shored” #re.California, which is one of real
L Arele &G | - . . . . . . 1
%, tential th t hich is havin
:;2 ,ﬁd&fg_poenlasm 1scounr%:tf1c 16_ g a
Yo fondindy /7 Jon 5 difficult time, and the Sewth—Rele®:” As well
jziigaé? ‘igruﬁ}
2 g0 Al L '
2 W ;;@ab 8Ll .
: e Y TTIrgLeoiTy
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#

CEAE
1. government land.s or@hore which 4. being

\Séufcﬂyyéégaé¢w4 . ot Notee,

2. La.f.t.ﬁn_every I go, people say to me,

4. ! do you want to do, and so forth. 47’

_‘ " uu?ca wém%é
5.7 . is what I've come out Z
’ Lot 21053 M&Zom%wvfxan//m.

*\\ comensw sney

7. l MR—ECHAIRMAN : Well, Mike, I thank you very muc%l certainly

3. 4 - will be happy to convey those thoughts to

9. ‘| Secretary, too bad he had to leave but I'11

10. l see to it that he does have benefit of your

11. “ thinking as to coal. As"@:u may or may not

12, A know a National Coal Council has been formed,

13, l\%@u%#@ onE, and they have the obligation of seeing to i:

14, | A that the@partment is well informed in that

15. area. TFhoughewe thank you for your comments.g

le. ff?}\ny further discussion on the motion th.a—E/We !

17. ! #‘ave on the/frl/%erim /R/e/ffort_?

18. " Okay, all of those in favor of adoptiony say

19. ; "AYEA"? A

20. ij. MEMBERSHIP: “AYE". y |

21. ‘i et i i 9#)?}6’,4)!}:/?6

22.Ti (NO RESPONSE) ;

23. !I‘ MR, CHAIRMAN: Jim, thank you very very much.??The Finance ‘
i . PEY )

24. Comm1ttee, met yesterday to wiewe the status of!

25. d thélggereftlng budget for 1986 and:écon51der a
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11.
12.
13.

1l4.

15. '

l6.

17.

18. .

19,

20.
21.
22,
23.
24.

25,

MR,

MCKINLEY:

budget for 1987. For your information,the
; A
membership amdethe Committee is listed on the

roster in the packets in front of you.

John HalL/’éhaired the meeting}’éesterday .

is unable to be with us this morning. He's
asked John McKinley to present the Commiﬁteg}?
report on his behalf. John.

The Finance CommitEi:aid meet yesterday to
review the financial status of our Council.

We reviewed the calendar year 1985 financial
statementsJiﬁé%Qe representatives of ﬁﬁtﬁﬁﬁi5;
Young and Company, they are the Council's
independent outside auditors. We also looked :
at and reviewed the expenditures and receipts‘
for the first nine-months imethe calendar yearé
of 198§;aadll‘m pleased to advise you that the
financial position of the Council remains
sound and the accounting control and
procedures received excellent remarks from
Arthur Young. Thecgbmmitteﬁ%in the course of

this meeting’did question and examine the

A [ :
auditors both iqﬁpresence and the absence of |

!

the management of our Council and satisfactory
answers were pad+de.all those iﬁﬁﬁiries.qaae

then discussed a budget for the calendar year

—83
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1. 198}@ are recommending am—acseuntCof
2. 1,,2’45,000 dollars for your approval. This is
3. include,d;the 4 funds to complete the US 0Oil
4. and Gas |
/e
5. Outlook/séudy that Jim was just discussing
6. :‘ with you and prov:.de.s funds for one additional
PP TIIRL.
7. i studyk I would like to point out that this
8. ' proposal of the 1987 budget is approximately
3 @' )
9, " 10 percent less thanAthe calendar year 1986 of
10. | which our budget is 1,830,000 dollars. That
11. we are down over the two years and ?r‘ total
i 7
12. expenses areAgbout 22 percent. T-he-a;&sc_/
?
13. recommendations for the membersA contributions
k
14,1 to support such a budget will be made at our
, AL
15. Spring meetlng_,whlch 1sAusuall-52-t-he_way th.a-E__
le. | that's handled. ?Flnally, the Finance '
17. Committee recommends that shefa{rthur Young and
18. || Company be employed andé continue as our
19. - independent public accountantsfor examination
_ /17 ¢od
20. M of the 1986 financial status, apdecharges to +&_
; m A
21. ‘: —A:- last vear Aw%&approx;‘ately 12,000 dollars.
¥ A
22. “ jThank you Mr. Chairman.
| e ey THenkl. gpoic, \Tok, . Myoert of AL
23. i MRweGHEATRMAAN ADo I ave a motion to adopt the Finance
o
24. Cormnittee;‘/ﬂeperé?/
25. RESPONSE: I8 mrotroned,
| CHU G Aty \Stcondl

| BESPOUSE Steords L. 4,
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10.

11.:

12.
13.
14,
15.
le.

17.

18. 1

lgl

CHAEHI B
MB—CHATRMAD.:

MEMBERSHIP

ORI EY
. MR—CHATRMAN :

b s Lajiey:

MR. CHANDLER:

;?The final report this morning is exthe

’ u
All in favor}‘?-f—-'d% Aya.
"AYE".

Opposed?

(NO RESPONSE)
Ath/§¢Wﬂfé94&‘%W44{ ,Qﬁnxﬂjgwb

I must say that

the Council members thaf‘ﬁhpport the NPC
operatioqﬁin two ways. One through the

dedication of many hours of their time and
_ v 20 , an
expertise and the&.company personnel

SHuiss

efforts{gb ose of you who participate in studye.

A

effortse 1ike this knowﬁ’;eally, how much goes?
into pﬂﬁée;m;ng;these&effort and just how |
much they cosg;r/ The cost runs far beyond
what the Council itself puts into it. .Zﬂ;

%fomsé:

contributions by the companies make
o Juek, & ryoort
i run literally
into the millions. And so I want to thank

each and every one of you for your continued

support off the Council.

Mominating Committee and the Chairman is

here’......-aJ Coll isA.

: #
Thank you, Mr. Chairman. # The Nominating

Committee of the National Petroleum Council

25
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10.L
1.
12.
13.
14.
15.
16.

17.

18.

19.
20.
21.1

23.f

2441

L

25

met this morning and they agreed upon the

following nominations for Officers’r’g/
A -
b ot
or Chairman, M(bers of the Agenda and

Appointment Commi ttees Chalrman, it

2,
pleases me4

we are
renominating you, and the same thing for Mr.
Co here on my right. |

C/?For )/mbers of the Agenda Commlttee- John

Bookout, Bill Carl, John Carver, Gellise

ASELUE by '
Glzgdlez, .M;:-c_,%lark, Fred Hartley, George

fTnl Hle Heeson |
Keller, John McKinley, Franklin Pisrsow, Dick -

ONubls il _ _
Ros-h-e-t-e,AA.V. Jones, serving as Chairman.

?For the Appointment Committee,4 n%minations are!

as follows: Jack Allen, Lod Cook, David

. S Al
bDorgn, Jim Emersews, John Pauds, Fred Hamilton,

Slorrag) — \Lbone ekt ps
John Bedé Dick Merellr, William—bielkin®, Don

Slmﬁns_, and Ted Burtis serv1ng as Chairman.

A A5 Lol i/ES SHes

Mr, Chairman t-h-a-t-—co—n-e—l—ud-es—o-ur(report and T

At ggg ;
rnove4 the Council elect

Chlseiaw SBauey > |
MR—CHAFRMAN : ;

All those in favor, say "Aye"

A
MEMBERSHIP: WAYE",
KA BE LY ! LZZ:MﬁLéZquéc;\Jaaaqa{ ¢
Po3L JSecoand .
- ACH e M) BaIEY c}azuaé,?
? (o LesoonS
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L. CHmemnn Sapcey

7/4@/( G, g

MR—CHATIRMAN : 4 I will be pleased to serve another term as

/6V§a¢€i)w4;ﬂ

(;UB lﬂq;bﬂdéﬁ)

your Chairman. ?hank_goue;;Zs te the next

Loy oFF
meeting,it will kég;e%QLJim Ketelsen's

A (2 :
Committeg? eport., It is apparent that there

is a great deal of work planned for the

next several months to completeyé%éLstudy and

JZD#QP

bring it bef gdconsideration. Jim has agreed

to what I think is a very, very tight ande .
2 A
esamééd:schedule,but the urgency of the
A
situation has been expressed here several

times this morning. And I think that it's
imperative that he do so. So we will tuwer—tod_

Sl
the repz rt of the study and eueEre the date of

|
our nex%ﬂmeet1nq4early next year:;p that, |

- ladies and gentlemenjbrings us to the end of }

A
ozr formal agenda for this morning.:%%oes any‘
EOEQggémmmber have any other matters to raise

at this time? Does an noan}uncil member
t meZ, \'j ‘

have any matter to raise?

7 Zﬁgﬁvﬂdzf)——*

ﬁ RESPONSE:

22. ﬁ

23.| omenpw doncey
MR——CHATIRMAN

24.ﬁ

25,

6ggﬁﬁﬁ%a’may I have a motion to adjourn?

Motion to adjourn.

Thank you very much.

12:00 pm

Q.-r
7
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